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It takes 
more than a magician 
to produce qualified 
accountants ! 


Over 64 years of tutorial 
experience has proved the 
success of the H.R.I. personal- 
individual method 

of tuition for the 
accountancy profession 


The H.R.I. Personal-Individual 

Method of Tuition has been 

perfected over the past 64 years, 

which ensures that tuition is experienced and 
successful. The training method goes beyond 
the “class” and “correspondence” methods, 
the instruction being adapted to each student’s 
needs. You may write, telephone or call for 
personal advice whenever you require it. 


Our nation-wide service ensures that tuition is 
easy to obtain; is as effective in the country 
as in the city. Specially written textual ma- 
terial enables you to study conveniently at 
your own pace, anywhere. 


Results are the final test. Year after year 
H.R.I. students win more honours at commer- 
cial examinations than those of all other 
educational bodies in Australasia combined. 


We will gladly explain this proven plan of training for the accountancy 
profession. Please telephone, write or call — no obligation is incurred. 


Memingway Robertson Institute 


Consulting Accountants . . . . Professional Tutors 


Since 1897. an institution to promote personal advancement in business through education. 


122 BANK HOUSE - - BANK PLACE - - MELBOURNE 
122 BARRACK HOUSE - - 16 BARRACK ST. - - SYDNEY 


Offices all Capital Cities, Geelong, Newcastle and Launceston 
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Establishing a 
Measure 


UCLEAR development and research 

have focused new attention on the 
necessity for absolutely accurate stan- 
dards of lineal and weight measurement. 
Actually physicists, scientists and engin- 
eers have been able to base their calcu- 
lations since 1845 on an established and 
internationally recognised measure of 
length, a standard yard (0.9144 of a 
metre) cast in bronze. This has since 
been kept in the vaults of the National 
Physical Laboratories, London. 

More recent research has revealed the 
possibility of using the radiation of cer- 
tain isotopes, measurable in terms of 
wave lengths, as an absolutely accurate 
and stable standard of length which can 
be determined in any part of the world 
where the requisite materials and instru- 
mentation facilities are available. 

By contrast accountants endeavour to 
calculate and measure financial results of 
business activities on the basis of a 
monetary unit continually changing in 
value. Of course, accounting is not an 
exact science, but tradition and conven- 
tion have established procedures upon 
which the practice of the art of account- 
ing is based. These theoretically sound 
conventional accounting procedures, in a 
period of continuous and rapid inflation, 
in the opinion of many authorities, have 
been found inadequate. Those holding 
these opinions aver that measurement of 
financial results through the use of ac- 
counting procedures which assume stable 
money values does not reflect the real 
financial situation. That a problem exists 
is demonstrated by the wealth of litera- 
ture which has appeared in recent years 
on the subject of accounting for inflation. 

Inevitably, questioning minds have 
sought to find a method of treating, or a 
way of qualifying, financial statements so 
that management and shareholders would 
be provided with a reasonably accurate 
Measure of the extent and effect of in- 
flation on an organisation’s finances. 

In an article entitled “Inflation and 
Accounting Practice” published in the 
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July 1960 issue of The Australian Ac- 
countant, three Victorian members of the 
Society, Messrs. H. Shaw, G. Sterns and 
S. R. Forell, propounded a method of 
treating the accounts so that the over- 
statement of profits and the understate- 
ment of assets resulting from inflation are 
eliminated. As stated in the foreword to 
the above article “ Its [inflation’s] 
treatment in accounting practice creates 
a problem the solution of which has 
exercised the minds of many accountants 
without any great unanimity of opinion 
being achieved.” 

Justification for the above comment 
has been forthcoming in the form of two 
articles which appear at pages 508 and 
514 of this issue. They are entitled “In- 
flation and Financial Accounting Prac- 
tice” (by W. E. Nichols) and “Capital 
Erosion” (by R. C. Dalton) respectively. 
Both writers contribute divergent views 
and their comments provide readers with 
further data for discussion of the problem 
of accounting for inflation. 


TECHNICAL BULLETIN No. 8 


'AKE-OVER bids have become an 

important feature of the economic 
scene. Because of this, the issue this 
month of the Society’s Technical Bulletin 
No. 8, entitled “Some Practical Aspects 
of Take-Over Bids” by Mr. G. M. 
Andrews, M.B.E., F.A.S.A., is particu- 
larly timely. 

The paper is an authoritative pro- 
nouncement on take-overs and sets out 
the principles and procedures enunciated 
by an English committee set up in July, 
1959. It also includes the recommenda- 
tions of the 1959 Conference of Aus- 
tralian Associated Stock Exchanges. 

The author discusses the questions 
when a company may become the 
target for a bidder and when it becomes 
a potential bidder; how a take-over bid 
may be formulated and communicated 
and the method of acquiring shares of 
dissentient shareholders. 

The Bulletin will be particularly wel- 
comed by those accountants who by the 
nature of their responsibilities may be 
involved where take-overs are contem- 
plated. 





Inflation and Financial Accounting 
Practice 


By W. E. NICHOLS, Lecturer in Accounting, 
The University of Tasmania. 


In their book, Inflation and Company 
Finance,' Professors R. L. Mathews and 
J. McB. Grant recommend the adoption 
of a concept of current income that is 
“relevant for policy decisions in such 
matters as pricing and distribution”. 
They define current income for a par- 
ticular period as “the difference between 
costs and revenues expressed in current 
prices of the accounting period” and ex- 
plain that this is a measure of the income 
of a company that is available for dis- 
tribution; that management should have 
regard to current income and not account- 
ing profit when considering policies affect- 
ing the financial stability of the enter- 
prise; and that current income is relevant, 
for example, in decisions relating to 
changes in the volume of output and the 
product composition of output. Thus, 
great emphasis is placed on the measure- 
ment of current income, and rightly so. 


Unfortunately, however, Professors 
Mathews and Grant do not suggest any 
method of overcoming the limitations of 
conventional balance sheets based on 
historical costs. Yet, in considering the 
relationship between profits and funds 
employed they concede that “the relation- 
ship between accounting profits and re- 
corded shareholders’ funds is not an 
appropriate measure of efficiency and 
profitability”, that “what is really neces- 
sary is that there should be a satisfactory 
relationship between current income and 
current funds employed, i.e., funds em- 
ployed expressed in current prices”, and 
that “this relationship is invariably ob- 
scured in company accounts”. 

Despite these comments, the authors 
make no specific recommendations how 
the measurement of current funds em- 
ployed should be tackled by the individ- 
ual firm. For financial accounting pur- 





1. Law Book Company, Melbourne, 1958. 
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te He" to treat the influence of in- 

flation in the accounts and how 
to measure and indicate its effect in 
the financial structure of an enter. 
prise provides an absorbing account- 
ing problem. The two articles which 
follow contribute further interesting 
data on the subject. They refer in 
particular to the methods proposed 
by Messrs. Shaw, Sterns and Forell 
in their article, “Inflation and Ac- 
counting Practice”, published in the 
July issue of the journal. 


+ + 


poses the recommendations are restricted 
to the problem of measuring and record- 
ing current income and, while the re- 
commended procedures should result in 
a reasonably close approximation of 
current income, they will not rectify the 
mis-statement of shareholders’ equity 
caused by adherence to historical cost for 
asset valuation purposes during a period 
of inflation. In short, the balance sheet 
problem is left unsolved. 


In the July issue of The Australian 
Accountant, Messrs. Shaw, Sterns and 
Forell in a thought-provoking article en- 
titled “Inflation and Accounting Practice” 
consider this problem and suggest a 
method of incorporating assets at current 
values “as a regular feature at the end 
of each accounting period”. They re- 
cognise the defects of conventional 
balance sheets based on historical cost 
values but argue that retention of original 
values is desirable if the “factual” nature 
of accounting records and reports is to 
be preserved. Accordingly, they develop 
a system that permits the preparation of 
balance sheets which disclose both 
current values and original cost values of 
assets. Similarly, their system provides a 
means of measuring and disclosing both 
current income and conventional ac- 
counting profit. At first sight their method 
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appears to be a logical extension of the 
Mathews-Grant recommendations but one 
soon reaches the conclusion that this is 
not so, even if it were the intention. 
While I congratulate the authors for de- 
vising an ingenious solution to one of the 
most difficult accounting problems of all, 
[ find myself in disagreement with them 
on a number of points and I have some 
doubts as to whether the proposed tech- 
nique is as they suggest, “sound in theory 
and feasible in practice”. 


In the first place, it seems to me that 
their method is defective as regards 
terminology and disclosure of reserves 
and that their objective can be achieved 
more easily by the use of well-established 
accounting methods. In addition, they 
have adopted a concept of current income 
which is not strictly in accordance with 
the Mathews-Grant definition quoted 
above, and thus, inadvertently perhaps, 
they have raised an interesting problem 
regarding the measurement of current in- 
come. Furthermore, their explanation of 
the reasons why their method failed to 
prevent capital erosion is in my opinion 


not entirely satisfactory. I shall elaborate 
on each of these matters in turn. 


|. Terminology and Disclosure 


An essential feature of the Shaw- 
Sterns-Forell technique is the use of a 
“Price Compensation Account”. This 
account is to be credited with the differ- 
ence between the current replacement 
cost and the original book value of fixed 
assets. It is to be credited with the stock 
appreciation adjustment required for the 
purpose of determining current income. 
However, the depreciation adjustment, 
required for the same purpose, is not 
credited to the price compensation ac- 
count; instead, it is credited to a special 
“Provision for Depreciation-Current 
Value Adjustment” account. Neverthe- 
less, the net effect of their entries is that 
the balance of the price compensation 
account is equal to the sum of (a) the 
current income adjustments (the stock 
appreciation adjustment and the depre- 
ciation adjustment), and (b) the differ- 
ence between the net book value of assets 


The Australian Accountant, October, 1960. 


(based on historical cost) and the current 
value of assets (based on estimated re- 
placement cost). Thus, the effects of 
appropriations of accounting profit and 
the effects of current value adjustments 
are combined in one account. 


In terms of conventional financial ac- 
counting theory, this means that “revenue 
reserves” and “capital reserves” are 
merged and lose their identity. There 
are numerous reasons why the existing 
distinction between revenue reserves and 
capital reserves should be preserved, but 
I need mention only a few. Firstly, the 
shareholders of a company are entitled 
to a clear explanation of changes in the 
recorded value of their equity and should 
be able to trace the origins of the re- 
serves in question should they so choose. 
Secondly, despite the requirement that 
the difference between accounting profit 
and current income should not be dis- 
tributed as dividends but retained and 
the resulting reserves treated as if they 
were “capital” reserves, unless the com- 
pany’s articles of association expressly 
forbid their distribution (which is un- 
likely) and provided these reserves are 
not capitalised by bonus issues (which 
is undesirable since it would cause diffi- 
culties should prices subsequently fall), 
the funds so retained are legally dis- 
tributable as dividends and this very fact 
should be recognised in the accounts. 
Moreover, for tax accounting purposes it 
seems highly desirable to make a clear 
distinction between the two kinds of re- 
serves. For reasons such as these, the 
Shaw-Sterns-Forell “Price Compensation 
Account” is in my opinion an awkward 
hybrid that is not acceptable at the 
present time. 


In describing the account and its pur- 
pose, the authors deliberately avoided 
using the term “reserve”. Their reluct- 
ance in this direction is understandable in 
view of the earlier confusion to which they 
referred, but I cannot agree that this is 
“a matter of terminology only”. My im- 
pression is that some of the confusion 
may have been caused by the unfortunate 
use by Professors Mathews and Grant of 
the term “revaluation reserve”, as in the 
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following passage on page 20 of their 
book: “Corresponding to the debit entries 
for the stock and depreciation adjustments 
in the appropriation account there will 
be credit entries in revaluation reserve 
accounts. In this way shareholders’ funds 
are built up by the amounts necessary 
for replacement of stocks and fixed assets 
at current prices”. On the same page the 
depreciation adjustment is described as 
“the amount that should be transferred 
from the appropriation account to a fixed 
asset replacement reserve”. (My italics 
in these quotations. ) 


While I agree that a valuation element 
underlies the current income adjustments, 
it seems reasonable to suggest that the 
term replacement reserve should be used, 
as in the past, to describe amounts re- 
tained for the purpose of replacing assets 
at higher prices and that the term re- 
valuation reserve should be retained to 
describe the adjustment of shareholders’ 
funds resulting from the incorporation of 
current values of assets. These interpre- 
tations are in accordance with well- 
established accounting practice and have 
the obvious advantage that the terms 
clearly indicate the origin and significance 
(legal and otherwise) of the respective 
credit entries. 


2. Accounting Method 


If the foregoing distinction between re- 
placement reserves and revaluation re- 
serves is maintained, the objective of 
recording both current income and the 
current value of assets on an annual basis 
for financial accounting purposes during 
a period of inflation (yet preserving the 
conventional measurement of accounting 
profit) could be achieved within the 
double-entry framework by: 


(a) annual appropriation of the 
amounts by which accounting 
profit exceeds current income; 
but with the resulting reserves 
designated replacement reserves; 
and 


(b) annual adjustment of asset values 
by reference to current replace- 
ment values; the difference be- 
tween previously recorded values 








and current values of assets being 
debited to separate “current value 
adjustment” accounts and the re- 
sulting reserves designated re- 
valuation reserves. 


To show that this procedure could 
have the same effect as the method sug- 
gested by Messrs. Shaw, Sterns and Forel, 
but would overcome the problem of 
terminology and disclosure referred to 
earlier, I shall adopt their basic assump- 
tions and, for the purpose of the illustra- 
tion, their current income adjustments.’ 


The assumptions are repeated here for 
the convenience of readers:— 


It is assumed that a business commenced 
on 1 January in its first year, with £2,000 
capital which was used to purchase a 
machine for £1,000 and 100 units of 
stock for £1,000. Further, it is assumed 
that the machine has a life of two years 
with no salvage value at the end of that 
period. Other assumed data: 





Year1 Year2 

Sales £6,600 £8,200 

Purchases 5,000 6,800 
Closing stock, 31 Dec. (100 

units) : ; 1,100 1,265 
Replacement cost of an 


identical machine at 31 
Dec. 1,120 1,350 


Conventional accounting procedures 
based on historical cost measurement of 
stock usage (assuming FIFO) and de- 
preciation (assuming straight-line 
method) result in a measurement of ac- 
counting profit of £1,200 for year 1 and 
£1,065 for year 2. 


The entries required at the end of 
year 1 may be summarised as follows:— 





Entry 1 
Appropriation account £160 
Stock replacement reserve £100 
Equipment replacement reserve £60 
Entry 2 
Equipment: Current value ad- 
justment £60 
Equipment revaluation reserve £60 
2. Messrs. Shaw, Sterns and Forell used end- 


of-year replacement value as a basis for 
computing the current-cost depreciation ad- 
justments whereas Professors Mathews and 
Grant recommend the use of average re- 
placement value for that purpose. This point 
is discussed later. 
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Entry 1 records the stock appreciation 
adjustment, i.e., the difference between 
opening stock valued at historical cost 
and opening stock valued at end-of-year 
prices (£100). It also records the de- 
preciation adjustment; i.e., the difference 
between depreciation based on historical 
cost and depreciation based on the current 
value of the equipment. To facilitate 
comparisons with the procedures sugges- 
ted by Messrs. Shaw, Sterns and Forell, 
the depreciation adjustment is based on 
end-of-year replacement cost and is re- 
corded at £60. 


Entry 2 records the difference between 
current replacement value and net book 
value of the equipment as at 31 Decem- 
ber, year 1, but does not interfere with 
the conventional historical cost method of 
recording depreciable assets. In addition, 
the method does not require any transfers 
from the appropriation account to the 
accounts recording provisions for depre- 
ciation, which was a feature of the Shaw- 
Sterns-Forell method that clashes violent- 
ly with existing financial accounting 
theory. 


The relevant entries at the end of year 
2 would be: 


Entry 3 
Appropriation account £340 
Stock replacement reserve £165 
Equipment replacement reserve £175 
Entry 4 
Equipment revaluation re- 
serve £60 
Equipment: Current value adjust- 
ment £60 


Entry 3 records the stock appreciation 
and depreciation adjustments for year 2. 
Entry 4 requires some explanation be- 
cause it extinguished the revaluation re- 
serve set up at the end of year 1. The 
entry is the reverse of entry 2 in this 
exaggerated example because the machine 
has been fully written off and put out of 
use and there is no investment in fixed 
assets at the end of year 2. In practice 
it is to be expected that this entry will 
take the same form as entry 1 (i.e., in- 
crease the revaluation reserve) because 
most of the fixed assets of a firm will 
have been acquired at prices lower than 
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those prevailing at the end of the year 
and the corresponding increase in the re- 
valuation reserve, in nearly all cases, will 
exceed the reductions required in respect 
of assets put out of use during the period. 


The effect of the foregoing entries 
would be as shown in the following state- 
ments. It is assumed that current income 
for year 1 (as measured in this illustra- 
tion) is distributed in full at the beginning 
of year 2. 


Appropriation Statement 








Year 1 Year 2 
Accounting profit £1,200 £1,065 
Less transfers to: 
Stock replace- 
ment reserve £100 £165 
Equipment _re- 
placement re- 
serve 60 175 
—— 160 —— 340 
Current income £1,040 £725 


Balance Sheets as at 31 December 






































Year 1 Year 2 
Current assets: 
Cash £1,600 £1,960 
Stock 1,100 1,265 
2,700 3,225 
Non-current assets: 
Equipment at 
original cost £1,000 — 
Less Provision 
for deprecia- 
tion 500 — 
500 — 
Add Current 
value adjust- 
ment 60 — 
560 —_ 
£3,260 £3,225 
Shareholders’ funds: 
Subscribed capital £2,000 £2,000 
Reserves — 
Stock replace- 
ment reserve £100 £265 
Equipment _re- 
placement re- 
serve 60 235 
Equipment _re- 
valuation _re- 
serve 60 — 
220 —— 500 
Appropriation Account 1,040 725 
£3,260 £3,225 
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Apart from the essential differences in 
terminology and disclosure of reserves, 
these statements are almost identical with 
those derived by Messrs. Shaw, Sterns 
and Forell. I do not suggest that the 
procedure illustrated here is the answer 
to the problem of preparing balance sheets 
which disclose the current value of funds 
employed. I merely suggest that this 
method is simpler than the Shaw-Sterns- 
Forell method, produces more useful re- 
sults and has the advantage that it can be 
reconciled with existing accounting prac- 
tice. 


I believe that, eventually, accountants 
in general must adopt more elaborate 
methods of accounting for inflation and 
that in the long run the conventional 
historical-cost balance sheet must be 
abandoned in favour of a statement which 
reflects the current value of funds em- 
ployed. Similarly, in my opinion the 
conventional historical-cost basis of profit 
measurement eventually must be aban- 
doned in favour of income determination 
based on continuous computation of cur- 
rent costs; i.e., the preparation of income 
statements’ reflecting current costs 
throughout, and providing a “direct” 
measurement of current income. How- 
ever, until such time as there is more 
agreement on the means whereby these 
objectives should be achieved, the method 
suggested in this article may provide a 
convenient compromise solution. In view 
of existing legal requirements, as well as 
the general apathy of the public account- 
ing profession on this subject, it is too 
early as yet, perhaps, to expect any radical 
departure from existing methods; hence 
my emphasis on “accepted” terminology 
and “well-established” practice. 


Notwithstanding the recommendation 
of the Institute of Chartered Accountants 
in England and Wales that “historical cost 
should continue to be the basis on which 
annual accounts should be prepared” and 
that “for balance sheet purposes fixed 





3. The Institute’s Recommendation 15 (1952), 
“Accounting in relation to the purchasing 
power of money’’ was reprinted without 
amendment in the Institute Members’ Hand- 
book published in 1958. To the best of my 
knowledge the recommendation still stands 
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assets should not (except in special cir- 
cumstances) be written up”,® it can 


scarcely be denied that revaluation of fixed 
assets is a well-established accounting 
practice and the sooner this is recognised 
the better. If the amendment of asset 
values is carried out on a consistent basis 
in the manner suggested here, much of 
the criticism of existing revaluation prac- 
tices would disappear. 


It is suggested that the adjustment of 
asset values should be based on specific 
indexes of replacement costs similar to 
those recommended by Professors Math- 
ews and Grant for the purpose of com- 
puting the depreciation adjustments. For 
balance sheet valuation purposes, how- 
ever, the indexes should reflect end-of- 
year replacement costs rather than average 
replacement costs of the period. Further, 
it is suggested that the revaluation ad- 
justments should be verified occasionally 
by “direct” appraisal of the current value 
of assets, because any index number cor- 
rection is bound to be subject to some 
error. 


3. Measurement of Current Income 


As noted earlier, the measurement of 
current income derived by Messrs. Shaw, 
Sterns and Forell differs from the 
measurement recommended by Professors 
Mathews and Grant to the extent that the 
depreciation adjustments were computed 
by reference to end-of-year replacement 
values rather than average replacement 
values prevailing during each accounting 
period. 


In the present example, average re- 
placement value of the machine for year 
1 is £1,060 (based on a simple average 
of opening and closing replacement cost, 
£1,000 and £1,120) and depreciation 
based on that average value would be 
£530. On this basis, the depreciation 
adjustment for year 1 would be £30 and 
the corresponding adjustment for year 2 
would be £117/10/0. Thus, following 
the Mathews-Grant recommendations, 
the computation of current income would 
be as follows:— 
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Accounting profit 
Less — Stock appreciation 
Depreciation adjustment 


Current income 


Year 2 
£1,065 0 


Year | 


£1,200 
£100 £165 0 O 
30 117 10 O 
—— 130 —_ 282 10 


£1,070 £782 





The difference between this concept of 
current income and the one developed by 
Messrs. Shaw, Sterns and Forell raises an 
interesting problem. On the one hand, 
the Shaw-Sterns-Forell concept is incon- 
sistent within itself because their depre- 
ciation adjustment is based on end-of-year 
prices whereas their stock appreciation 
adjustment gives approximately the same 
result as would be obtained by computing 
cost of goods sold at the average prices 
prevailing during the accounting period; 
ie., if both the rate of price increase and 
the rate of stock turnover are constant 
throughout the period, the stock appre- 
ciation adjustment will be equal to the 
difference between historical cost of 
goods sold and cost of goods sold com- 
puted at mid-year prices. 


On the other hand, the Mathews- 
Grant concept, though providing a con- 
sistent measurement of current income in 
terms of average replacement prices of 
the period, cannot be associated directly 
with the concept of current funds em- 
ployed that is relevant to the purpose of 
preparing curient-value balance sheets, 
because end-of-year replacement prices 
(.e., prices prevailing as at the date of 
the balance sheet) are the pertinent prices 
for that purpose. 


4. Maintaining Capacity 


The explanation given by Messrs. 
Shaw, Sterns and Forell why their 
measurement of current income failed to 
prevent capital erosion is not entirely 
satisfactory and could be misleading. In 
their example, after full distribution of 
current income, the cash balance at the 
end of year 2 would be £1,235, ie., 
£1,960 less £725, which is not sufficient 
to purchase a new machine which would 
then cost £1,350. Their explanation is 
that “part of the firm’s assets were held 
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in the form of cash which is not protected 
against inflation” and that “the avail- 
ability of funds for replacement is a 
matter of financial planning”. 


I agree that this is so, but if a firm 
chooses to hold the funds retained as a 
result of the historical-cost depreciation 
provisions and the current-cost deprecia- 
tion adjustments in the form of cash or 
claims to cash, yet wishes to make the 
maximum distribution consistent with a 
policy of maintaining intact the real 
capital resources or productive capacity 
of the enterprises, without raising addi- 
tional finance from external sources, it 
will be desirable to appropriate to reserve 
each year: (a) the depreciation adjust- 
ment for the current period; and (b) the 
amount by which previous depreciation 
adjustments, based on lower replacement 
values, are insufficient to provide for re- 
placement at the prices of the current 
period. Thus, in their example an ad- 
ditional appropriation at the end of year 
2 of £115 (which is the difference be- 
tween their depreciation adjustment for 
year 1 and the same adjustment computed 
on the basis of year 2 replacement cost) 
would have maintained the real capital 
resources of the firm. However, it is 
necessary to remember that this is an 
unrealistic situation because, in practice, 
the funds would be re-invested in assets 
other than cash. 


In discussing this re-investment aspect 
of the replacement problem, the authors 
stated that, if an amount equal to the 


4. Professors Mathews and Grant rejected such 
retrospective adjustment on the grounds 
that “it would seriously distort the measure- 
ment of current income’. On the same 
grounds, presumably, they would object to 
the use of end-of-year rather than average 
replacement values for the purpose of com- 
puting the depreciation adjustment for the 
current year. 


513 





total depreciation for the period (i.e., 
depreciation in terms of current cost) is 
invested in “relatively liquid assets which 
increase in price at the same rate as the 
assets for which this replacement fund is 
provided”, sufficient funds will be avail- 
able for replacement when required. 
Their use of the term liquid assets in this 
context was unfortunate because, if the 
funds so retained are invested in assets 
other than stocks or depreciable assets, 
such as readily marketable parcels of 
shares, any realised appreciation presum- 
ably will be included in accounting profit, 
will not be eliminated by the stock appre- 
ciation and depreciation adjustments 
(which are the only current income ad- 
justments mentioned in their article) and, 
inadvertently, could be included in dis- 
tributable income. 


Only if the retained funds are invested 
in assets which in turn become the sub- 
ject of current income adjustments (i.e., 
assets such as stocks and depreciable 
assets, which can hardly be described as 
“liquid” assets) is it likely that sufficient 
funds will be available for replacement 
and, even then, there is no certainty that 
this will be the result. On the question 
of asset replacement it is worth remem- 
bering that in their book Professors 
Mathews and Grant went to some lengths 
to emphasize that there is “no guarantee” 
that their procedures “will automatically 
or fully provide for replacement”. 


Conclusion: Current Value of Funds 
Employed 


Despite my earlier criticism of their 
method, Messrs. Shaw, Sterns and Forell 
did achieve their objective of a balance 
sheet which discloses “present day net 
worth” and to this extent they must be 
congratulated. However, the problem of 
measuring the current value of funds 
employed is not quite as simple as they 
would have it appear. Towards the end 
of their article they claimed that their 
method is “equally applicable” to other 
non-current assets and that “as in the 
case of equipment, it is necessary to 
determine the current value of assets at 
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the end of each accounting period”. But 
what of intangible assets such as goodwill 
and patents? To say the least, deter- 
mination on an annual basis of the cur- 
rent value of these items would be a 
task that few accountants would relish, 


Nevertheless, if the users of financial 
statements are not to be misled, as un- 
doubtedly many are at present, some 
method of adjusting historical cost figures 
to values more closely related to current 
values must be adopted, and, even if the 
conversion to current values is restricted 
to tangible assets, the statements will be 
far more useful than conventional 
historical-cost balance sheets. 


Capital Erosion 


By R. C. DALTON 


PEAKING at the thirty-first annual 

general meeting of Imperial Chemical 
Industries of Australia and New Zealand 
Limited, the Chairman, presenting the 
final accounts for the year, had this to 
say in the course of his address: 


Extract I: 

“Directors have decided to charge these 
more realistic values in the accounts. ... 
The purpose of the Board is to ensure 
that, so far as possible, each year’s profits 
should bear a proper charge for deprecia- 
tion.” —- The Australian Accountant, Pp. 
320, July 1960. 


From this it may be taken that the direc- 
tors of Imperial Chemical Industries 
have embraced current income theories 
and, in this connection, Messrs. Shaw, 
Sterns and Forell, comment as follows: 


Extract Il: 


“This indicates the desire of the Board 
for realistic depreciation charges in the 
profit and loss statement as well as for 
current values in the balance sheet.”—The 
Australian Accountant, p. 320, July 1960. 


The Australian Accountant, October, 1960. 





With respect to this matter I would re- 
commend, before the directors of I.C.I. 
become too enamoured of the siren of 
current income, that they take a long, 
hard look at the lady’s antecedents when 
they will discover, I think, even as I, that 
it is her custom to take much and give 
little; and that when she does give any- 
thing, she will, in the course of time, 
reclaim it one hundredfold. 


That the current income siren is highly 
acquisitive, there can be little dobut and 
the following example, based on _ for- 
mulae contained in the book Inflation 
and Company Finance by Professors 
Mathews and Grant, illustrates this very 
clearly. In this example, I have proceeded 
on the assumption that money values in 
the year 1900 were ten times as great as 
in 1960 which is, I think, a fair approxi- 
mation of the facts in Australia. Com- 
pany directors, it would seem, would do 
well to ponder this example, lest, in their 
search for realism in the accounts, they 
achieve surrealism in the balance sheet: 


Example 1 
On 1 January, 1900, a company’s 
balance sheet disclosed the fol- 


owing assets: 
Stock-in-Trade £1,000,000 
£1,000,000 


Plant (at cost) 

Assuming that money values at that 
time were ten times as great as at 
31 December 1959, how would 
these items and their related re- 
serves appear in a balance sheet 
drawn up at the latter date if the 
company employed current income 
accounting methods. It may be taken 
that the same physical quantities of 
each asset were still held, and that 
plant was wholly replaced on 31 
December, 1959. 


Solution 

Balance Sheet 
Stock re- 
valuation 
reserve 
Plant re- 
valuation Plant (at 
reserve .. £5,500,000 cost) £10,000,000 


What, it may well be asked, would a 
chairman have to say were he called upon 


in 
£10,000,000 


Stock 
£9,000,000 trade 
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to sponsor figures of this nature at an 
annual general meeting? What would 
member reaction be when they note that 
90% of the book value given for stock- 
in-trade has been reserved against to meet 
possible losses? Surely they weld have 
good grounds to doubt the directors’ 
honesty of purpose in _ reserving 
£9,000,000 against a stated value of 
£10,000,000 for this asset! Almost cer- 
tainly, they would impute to them the 
fault either of (a) endeavouring to make 
the firm’s position appear stronger than 
it actually was by inflating the sides of the 
balance sheet, or (b) of hiding free re- 
serves under the guise of revaluation 
reserves. Moreover (c) it would be more 
than difficult to explain why a plant re- 
valuation reserve of any size was neces- 
sary at the juncture when it was known 
that all plant shown was purchased on the 
last day of the financial year. 


In answer to queries (a) (b) and (c) 
directors could only say that their realistic 
accounting system required that reserves 
be made against the off-chance that 
prices might some day return to those of 
1900 when the company was incor- 
porated; that, due to this possibility, no 
part of these reserves could ever be re- 
garded as available for distribution unless 
deflation set values on the road back to 
1900; and, for the reason that the reserves 
appear in the balance sheet, no part of 
them could be looked upon as a hidden 
or secret reserve. In addition, directors 
could refer to the following extract which 
has a bearing on these matters: 


Extract Ill: 
“|. . may I first dispose of the possible 
illusion that these reserves will grow to 
such an extent as to be out of line with 
other items in the balance sheet.”—Pro- 
fessor Grant, The Australian Accountant, 
p. 628, November 1959. 


So says Professor Grant! But having 
regard to the figures contained in Example 
1 I can only say that I hold other views, 
distinctly opposite. 


Further to the revaluation reserves set 
up in Example 1 it should be noted that 
supporters of the current income theory 
maintain that profits are usually over- 
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stated in conventional accounting, and 
that dividends are wrongly paid, due to 
faults therein relative to the treatment 
afforded stock-in-trade in the final ac- 
counts. This fault is ascribed to ir- 
regularities in valuation processes, but 
the reasoning used to arrive at this con- 
clusion overlooks certain basic facts. 


Stock-in-trade shown in the balance 
sheet is actually a balance day adjustment 
item; it represents prepaid cost of goods 
purchased for re-sale which remain unsold 
on the last day of the period; it is iden- 
tical with any other item of expense 
which has been prepaid; it is brought into 
the books, in the first place, as a debit 
to the purchases cost and, if this cost is 
inflated, then it is charged thereto at the 
inflated cost. It is taken out and adjusted 
by crediting the trading account at this 
same inflated cost on balance day, an 
operation which reduces the purchases 
figure and, in turn, the cost of goods sold 
in exactly the same amount as it was 
originally debited (depreciation or damage 
being ignored here.) In the following 


period it is sold and debited to cost of 


sales at the same figure, which means the 
inflated figure (if inflated it be.) In this 
way, the full inflated cost is recovered, 
against a downward and automatic ad- 
justment to profits available for dividend. 
And if the inflated cost is thus recovered 
once when it is sold (albeit, perhaps, two 
or three months after its appearance in 
the balance sheet) why reserve against 
the inflated portion and set up huge re- 
serves as in the first example? And, 
above all, why build a wall around this 
reserve and proclaim that it must never 
be eliminated except in the more-than- 
remote possibility that prices will revert 
to those of 1900? 


Some of these general considerations 
are referred to by Messrs. Shaw, Sterns 
and Forell in the following reference: 


Extract IV: 
. . . the 100 units of stock which were 
originally debited to the profit and loss 
account at a cost of £1,000 would now 
cost £100 more. Therefore, the account- 
ing profit includes an inventory profit of 
£100 which is due merely to price in- 
creases. This cannot be regarded as in- 


come available for distribution if it js 
desired to maintain original capital up- 
depleted in real terms.”"—The Australian 
Accountant, p. 318, July 1960. 


Briefly, this means that, because one 
hundred units are debited to the trading 
account as “Stock-at-start, £1,000” and a 
similar one hundred items are credited as 
“Stock-at-end, £1,100”, supporters of the 
current income theory declaim that the 
accounting result includes a profit which 
should not be made available for divi- 
dend. Aside from the fact that any well- 
managed concern does not distribute dis- 
closed profits in full (most dividend pay- 
ments are covered more than once) the 
charge that accounting profits would pro- 
duce a result increased by £100 in the 
application of the facts outlined, is in- 
supportable: in the first place, the ap- 
pearance of a credit for stock-at-end in 
the trading account beneath the sales 
figure does not mean that it should be 
regarded as an addition to sales, or that it 
is similar in character, or that it is an 
item of income. Secondly, the stock-at- 
end credit merely serves to reduce the 
gross purchases debit; neither stock-at- 
start nor stock-at-end need appear in the 
trading account at all: they both operate 
to adjust the purchases figure in order to 
match costs against income: the pur- 
chases debit in the trading account really 
means “the cost of goods whenever pur- 
chased and re-sold” during the trading 
period. In short, stock figures owe their 
inclusion in the trading account to custom. 


The credit for stock-at-end, therefore, 
actually means that the costs of goods 
purchased for re-sale but which remain 
unsold on balance day have been can- 
celled out of the trading account al- 
together; they are no longer part of the 
account; they are no longer there. And, 
since they are cancelled out by credit at 
the same value as originally debited (or 
less if damaged) how can profits benefit 
in any way, inflation or no inflation? 


Professor Grant approaches these facts 
from an angle rather different from that 
of Extract IV above and his explanation 
may be found intriguing though difficult 
of reconciliation: 


The Australian Accountant, October, 1960. 





Extract V: 
“Accounting profits are NOT overstated in 
times of rising prices; they merely exceed 
current income by the amount of the de- 
preciation and stock appropriation adjust- 
ments.”—Professor Grant, The Australian 
Accountant, p. 475, August 1959. 


Professor Grant, continuing his obser- 
vations, explains that accounting profit 
must require adjustment simply because 
it exceeds profit results computed by the 
methods of current income which he re- 
gards as an established and approved 
system of accounting. There are those 
who do not accept the cosy theory of 
current income, however, and I submit, 
as one very good reason, the huge, out- 
of-line revaluation reserves contained in 


Example 1. 


Something very similar to the points 
outlined in connection with stock-in-trade 
recur in the treatment afforded fixed as- 
sets in current income methods, as well 
as the means used to establish plant re- 
valuation reserves: 


I. In times of inflation, plant, because 


it is recorded at cost as at purchase 
date, is depreciated in the normal way 
on a value which falls further and further 
behind replacement price (as inflation 
continues ). 


II. It is said, because of this, that 
depreciation is computed on an improper 
basis, that the charge against profit is not 
realistic and that it should be computed 
on replacement (or future) cost. This 
“fault” is then adjusted (in current in- 
come accounting) by crediting a revalua- 
tion reserve in an amount representing 
depreciation on an increasing replace- 
ment value (brought about by the spiral 
of inflation) on each balance day during 
the asset’s life. Thus, on a given balance 
day, using straight-line methods, normal 
depreciation on an item of plant, pur- 
chased for £1,000, would be £100. If, 
due to inflation, the replacement value of 
the asset were £1,250, then £125 is 
deemed the correct charge, the difference 
(£25) being credited to a revaluation 
reserve against a reduction in profits 
otherwise available for dividend. 
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Ill. As a result of I and II above it 
will be seen (a) that the full purchase 
cost of each asset is depreciated in the 
normal way over its useful life and (b) 
that the additional charges (£25) in the 
above instance relate, not to the asset 
currently in use, but to the asset which 
will eventually replace it. In short, the 
additional charge raised under anti- 
erosion methods relates, not to the asset 
on the books at a given moment, but to 
an asset not yet purchased, not yet owned 
and not yet in use. Consequently, when, 
in the course of time, the asset on the 
books is replaced, this replacement has 
partially been written off against profits 
otherwise available for dividend. 


Thus it is that the amounts deducted 
from profits otherwise available for divi- 
dend and transferred to the revaluation 
reserves are double provisions, double 
charges, or double appropriations, call 
them what we will, while logic suggests 
that these reserves are, in fact, free re- 
serves; and to refer to them as “Revalua- 
tion Reserves”, or “Compensation Ac- 
counts”, is simply double talk. None but 
a brave man could regard the revaluation 
reserves set up as in the first example 
and say that no part of them constitutes 
a secret reserve, or that no part of them 
should be transferred to a general re- 
serve and made available for dividend 
payments as and when the cash position 
warrants; he cannot say these things, 
that is, unless he is convinced that prices 
will return, and remain, at those basic 
values with which he began at the time 
of the company’s incorporation. 

To conclude this contribution in what 
is, perhaps, a somewhat disjointed 
fashion, I wish to make reference to 
certain other extracts from articles 
which have a bearing on what has been 
said: 

Extract VI: 
. . . in fact, retail prices in the United 
Kingdom have only doubled over the last 
150 years.”—Professor Grant, The Aus- 
tralian Accountant, p. 629, November 
1959. 
English papers please copy! To this I 
will add nothing except the truth: it is 
not exactly right. 


$17 





Extract VII: 


“I believe that in the nineteen hundred 
and sixties freedom from inflation will 
parallel freedom from unemployment as 
an objective of economic policy.”—Pro- 
fessor Grant, The Australian Accountant, 
p. 629, November 1959. 


If, in Australia, population is to in- 
crease and industries are to expand, as 
they must if we are to hold our country, 
then I would say that inflation (moderate, 
I hope) is a natural and necessary se- 
quence: there seems to be but one alter- 
native to inflation, namely, stagnation. 


Extract VIII: 
“We propose to develop a method which 
will eliminate both the overstatement of 
profits and the under-statement of assets 
resulting from inflation.”—Messrs. Shaw, 
Sterns & Forrell, The Australian Account- 
ant, p. 317, July 1960. 


What is one to infer from this in- 
nuendo? Apparently, it imagines that a 
balance sheet can overstate profits and 
under-state assets at one fell swoop! If 
assets are under-stated and written up 
accordingly, then an immediate profit (a 
capital profit) is raised, a fact which 


seems often to be overlooked by disciples 
of the current income theory, i.e., de- 
preciation is provided for on an increased 
value without first adjusting book figures 
(including capital profits) in the amount 
of the increased value. Aside from this, 
however, profits cannot be overstated 
what time assets are understated; one 
fact is the very antithesis of the other. 


Extract IX: 

“We feel, however, that it is not desirable 
to use the term ‘reserve’ in describing 
the account which will contain the credit 
for . . . adjustments. The term may be 
confused with reserves in the presently 
accepted meaning of the word.”—RMessrs. 
Shaw, Sterns & Forrell, The Australian 
Accountant, p. 317, July 1960. 


Since the alleged confusion is charged to 
me (by footnote) I feel bound to say 
that the name given the account by no 
means alters its character; the Compen- 
sation Accounts referred to in the article 
concerned are set up by transfers from 
the same place as are transfers to the 
revaluation reserves, and for the same 
purpose. If a free reserve is styled 
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“Compensation Account” it is as much a 
hidden reserve as the revaluation re- 
serves discussed herein. 


Extract X: 

“. . . Whatever points he may raise regard- 
ing the implications of current cost- 
accounting on the balance sheet he will 
not have established that, in times of ris- 
ing price, current income is not a prefer- 
able measure of business surplus to the 
conventional measure based on historical 
cost.”"—Professor Grant, The Australian 
Accountant, p. 628, November 1959. 


Since it is apparent that responsibility 
for the operation of any book-keeping 
process falls to be borne by accountants, 
it is hardly surprising that some proposals, 
allegedly for their betterment, are re- 
ceived with frigid tranquillity; especially 
is this so when they clash with the rules 
of law, with convention or with profes- 
sional opinion. People who read a 
balance sheet, for example, have a right 
to assume that the descriptions applied to 
listed items fairly describe their general 
nature inasmuch as, were this not s0, 
publication of a company’s final accounts 
would be farcical. 


Accountants, therefore, have a right, in 
fact they are bound, to consider pro- 
posals for change in the light of these 
matters. To say, in effect, that these 
things should be disregarded that 
theory be declared paramount and the 
balance sheet subordinate — is to say 
that theory should prevail over practice. 
It may be true that theory is a treasure; 
but it is equally true that practice is its 
key and many a lissom theory has perished 
on the age-old rock of reality. If, as in 
Example 1 accountants could be con- 
vinced that prices will return to those of 
1900 they would, no doubt, applaud the 
creation of revaluation reserves or com- 
pensation accounts. But, so far, I have 
met none who believe this and, in the 
year 2000 A.D. there will be very few 
willing to say that prices will return to 
those of today. Consequently, some- 
where along the line, the reserves illu- 
strated in Example 1 would have become 
known for what they were or are and, if 
not in whole, then in part, would have 
been returned to free reserves. 
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TAXATION 


Adjustment of Rates on the 
Purchase of Property 


By D. C. WILKINS, B.cOM., A.A.S.A. 


In two recent cases before the Board of Review, different con- 
clusions were reached concerning deductions claimed for rate adjust- 
ments borne by the purchaser of a freehold property. 


Case Heard by Board No. 3* 


The taxpayer company, under a con- 
tract of sale dated 6 November 1956, 
agreed to purchase a freehold property. 
The usual provisions regarding appor- 
tionment of rates and taxes were in- 
cluded in the agreement; the vendor was 
entitled to any rent from the property 
and was responsible for rates, taxes and 
other outgoings up to the date of taking 
possession, from which date the purchaser 
was to receive the rents, and had to “pay 
or bear” the rates, etc. Adjustments 
necessary were to be made on comple- 
tion. 

Possession was given about 15 August 
1957, and an amount of £1,049 was 
paid by the company to the vendor of 
the property, representing the purchaser’s 
apportioned share of State land tax, 
municipal and water rates for the year 
in which the sale of the property was 
made. 

A deduction was claimed of this 
amount of £1,049, under Section 51, as 
representing an outgoing necessarily in- 
curred in the course of producing assess- 
able income, not of a capital nature, or 
under Section 72, as representing a pay- 
ment of rates, etc., for which the tax- 
payer company was personally liable in 
terms of the contract of purchase. 


The view was expressed that, apart 
from the provisions of Section 72, rates 
and land taxes charged to the new 
owner of the property should be allowed 
as a deduction under Section 51, pro- 
vided the land was used for the purpose 





*Not yet reported. 
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of producing assessable income. How- 
ever, the Board considered that the pay- 
ment of an amount agreed upon between 
the vendor and the purchaser when the 
property was sold was a payment of a 
capital nature, not allowable as a de- 
duction under Section 51. “In order to 
acquire the land from which income in 
the shape of rent was to be earned in 
future the taxpayer agreed to pay, inter 
alia, the sum of £1,049 . . . It formed 
part of the capital cost of the income- 
earning asset acquired and as such, it 
is of a capital nature.” 

The amount paid was also, the Board 
stated, not allowable under Section 72, 
because this section applies only where 
the taxpayer is personally liable to pay 
rates, etc., to a municipal or rating 
authority. The taxpayer company was 
liable in fact to pay a proportionate part 
of the rates and land tax to the vendor 
of the property. 


Case Heard by Board No. 2* 


The taxpayer purchased a block of 
flats, productive of rental income, on 30 
September 1957. It was agreed that the 
rentals, rates and taxes, should be ad- 
justed as at the date on which taxpayer 
took possession of the property. 

In accordance with the above agree- 
ment, taxpayer paid rates and taxes from 
7 October 1957, as follows: 


Water and sewerage rates (266 

days) 157 17 3 
Council rates (24 days) 14 2 11 
Land .tax (266 days) 15 17 0 


£187 17 2 
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The taxpayer claimed a deduction for 
this amount of £188 under Section 72, 
or under Section 51, but before the 
Board of Review the claim under Section 
72 was abandoned. It was contended, 
therefore, that the amounts paid for 
rates and land tax represented expendi- 
ture incurred in the course of deriving 
rent from the flats. The rental income 
was received by the purchaser as from 
7 October, when he acquired possession 
of the flats, and the amounts paid to the 
vendor as a partial recoupment of the 
rates and taxes assessed to and paid by 
him, calculated to relate to the appro- 
priate unexpired periods as at the date 
of sale, were claimed to be part of the 
cost of producing such income. 


The Board, by majority, decided that 
the payments made by the taxpayer, re- 
presenting adjustments for Metropolitan 
Water & Sewerage Board rates and 
municipal rates, should be allowed as a 
deduction under Section 51, but that no 
deduction should be allowed for the 
adjustment made relating to State land 
tax. 


The opinion was expressed that as the 
water rates and council rates were both 
payable in advance and computed upon 
a day-to-day basis in respect of each 
flat, they represented an expense relat- 
ing to the income period concerned. In 
the purchaser’s accounts, the income of 
the period from the date of sale to the 
end of the year would be charged with 
the amounts paid to the vendor con- 
sisting of the proportion of the rates, 
etc., covering that same period; the water 
and council rates should therefore be 
regarded as revenue items. 


The treatment by the vendor of the 
amounts received as adjustments of rates 
paid was mentioned in passing, and it 
was suggested that they might become 
assessable income to him as a “refund” 
of rates as provided by Section 72(2). 


The adjustment for State land tax was 
regarded differently. Land tax was as- 
sessed to the vendor on the unimproved 
value of land held on a certain date, viz., 
30 June 1957, which fact in itself did 
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not appear to relate to the income ear- 
ing activities of the purchaser. There 
was no evidence to indicate that a land 
tax assessment, based on land held at 
a particular date, can be apportioned 
on a day-to-day basis. For these reasons, 
the majority of the Board adopted the 
view that there was insufficient material 
before the Board to justify the treatment 
of the adjustment for State land tax, 
which had been assessed to the vendor 
as at a date preceding the date of sale, 
as an expenditure incurred by the pur- 
chaser in deriving income subsequent to 
his acquisition of the property. 


The Board referred to the decision 
given by Board No. 3 (above). A dis- 
tinction was drawn between the facts of 
the two cases; the previous decision con- 
cerned the acquisition of land from 
which income was to be earned in the 
future, leading to the view that the rate 
adjustments, etc., were related to the 
acquisition of the means of production 
rather than being part of the costs of 
producing income. 


The Chairman (dissenting) _ stated 
that, although the payments were de- 
scribed in the contract of sale as adjust- 
ments of rates and land tax, the pur- 
chaser had not in fact made any payment 
to the vendor for rates and taxes as 
such. The amounts paid were a reim- 
bursement of expenditures incurred by 
the vendor; if the purchaser had been 
required to pay the amount of the ad- 
justments to the rating authority they 
would have been allowable as a deduc- 
tion, but, the Chairman considered, as 
they were not so paid they represented 
part of the cost of acquiring the pro- 


perty. 


Apart from the question of whether 
there is any difference between an €X- 
penditure incurred in producing income 
and one incurred in relation to expected 
future income, the score is now four 
Board Members to two in the Commis- 
sioner’s favour. 
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Notes on Selected Tax Cases 


PAST YEAR’S LOSS — PRIVATE 
COMPANY. 


Because of changes in the bene- 
ficial holders of shares in a private 
company, Section 80(5) of the In- 
come Tax Assessment Act operated 
to deny a deduction for a loss in- 
curred in a year prior to the year 
of income. 


Section 80 of the Income Tax Assess- 
ment Act provides for the allowance of 
a deduction for losses of prior years. 
Sub-section (5) states that in the case 
of a taxpayer which is a private com- 
pany, “no loss incurred by the company 
in any year prior to the year of income 
shall be an allowable deduction unless 
the company establishes to the satis- 
faction of the Commissioner that, on the 
last day of the year of income, shares of 
the company carrying not less than 
twenty-five per centum of the voting 
power were beneficially held by persons 
who beneficially held shares of the com- 
pany carrying not less than twenty-five 
per centum of the voting power on the 
last day of the year in which the loss 
was incurred.” 


It is further provided in Section 80(6) 
that for the purpose of Section 80(5), 
shares will be deemed to be held by the 
same person if they have been trans- 
ferred to a company in which the majority 
of the shares are held by that person. 


For the year ended 30 June 1950, a 
private company incurred a loss. On 
the last day of that year, the shares 
were beneficially held by members of 
one family, as follows: A, 500 shares; 
S, 499; and B, 1,700. 


During the year ended 30 June 1953, 
1,437 shares were allotted to A, and 
later the shares held by S and B were 
transferred to H Pty. Ltd., a private 
company whose shares were held by A 
(8 shares), S (1 share) and B (1 share). 
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A deduction was claimed, in the tax- 
payer company’s returns for the years 
ended 30 June 1956 and 1957, of the 
loss incurred by the company during the 
1950 year. On the last day of the 1956 
and 1957 years of income, the company’s 
shares were, as indicated above, bene- 
ficially held as follows: A, 1937 shares, 
and H Pty. Ltd., 1,700. 


The shares held by A (the only share- 
holder common to the year of loss and 
the year of income) did not represent 
25% of the total shares issued on the 
last day of the year of loss (1950). Con- 
sequently, the Commissioner applied 
Section 80(5) to disallow the deduction 
claimed for the prior year’s loss. 


The taxpayer company, in 8 C.T.B.R. 
(N.S.) Case 120, submitted that as all 
the shares were held, in each of the 
years concerned, either directly by in- 
dividual members of the family or in- 
directly through the family company (H 
Pty. Ltd.) the Commissioner should take 
the equitable view that the required 25% 
common ownership existed, and should 
not apply Section 80(5). 


The Board of Review, in this case as 
in others on the same subject, referred 
to the decision of the High Court in 
Dalgety Downs Pastoral Co. Pty. Ltd. v. 
Federal Commissioner of Taxation 
(1952) 5 A.I.T.R. 386, in which it was 
stated that shares were not beneficially 
held by a person within the meaning 
of Section 80(5) unless the name of that 
person is entered in the register of mem- 
bers in respect of those shares and that 
person holds the shares for his own 
exclusive benefit. The Board quoted the 
following interesting observation of the 
court: “It must be recognised that taxing 
Acts often choose the method of the 
broad axe, the practical view being 
adopted that the advantage of a com- 
plete avoidance of all anomalies and in- 
equalities of treatment may be obtained 
at too high a price if difficult, com- 
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plicated or burdensome problems are 
left to be solved on the facts of individual 
cases. It is a comparatively simple prob- 
lem which is raised by making the com- 
pany’s right to a deduction depend upon 
its satisfying the Commissioner that at 
two dates certain of its registered share- 
holders held their shares for the benefit 
of no one but themselves”. 


It was held, therefore, that the shares 
were not “beneficially held” as to 25% 
or more in both the year of loss and the 
year of income by A or any other share- 
holder. 


A further submission was made by the 
company that as the shares originally 
held by A, S and B were later held by 
A and a company (H Pty. Ltd.) whose 
shareholders were A, S and B, Section 
80(6) should operate to deem those 
shares to be beneficially held by the 
same persons. However, as it was the 


shares held by S and B which were 
transferred to H Pty. Ltd., and S and B 
did not hold a majority of the shares of 
H Pty. Ltd., Section 80(6) did not apply 


to relieve the company of the denial of 
a deduction for the past year’s loss, as 
provided by Section 80(5). 


BOARD AND QUARTERS. 


The amount to be included in 
assessable income as the value of 
board and quarters supplied to the 
manageress of a hotel was deter- 
mined by the Board of Review. 


Section 26(e) of the Income Tax 
Assessment Act provides that assessable 
income shall include the value to the 
taxpayer of all benefits arising directly 
or indirectly from an employment, 
whether provided in money, meals, sus- 
tenance, or the use of premises or 
quarters. 


The taxpayer was the manageress of 
what was described as a second-class 
hotel in a country town. Although she 
maintained a home of her own situated 
a short distance from the hotel, she was 
required to sleep on the business pre- 
mises each night, and accordingly she 
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occupied a verandah room on the first 
floor of the hotel. She was not provided 
with a separate lounge. 


The employment of the manageress, 
who was the licensee of the hotel, was 
not governed by any award providing 
for overtime or holiday pay, although 
her meals were the same as those pro- 
vided for other members of the staff. 


No amount was included by the tax- 
payer in her return as the value of 
board and quarters supplied. The Com- 
missioner included the amount of £130 
in the assessment for the year ended 30 
June 1957; the taxpayer objected and 
claimed that the amount should be re- 
duced to £65, the value prescribed in the 
award covering hotel employees; the 
Board of Review, in 8 C.T.B.R. (N.S.) 
Case 115, after considering the evidence, 
decided that the amount to be included 
in taxpayer’s assessable income should 
be £91. 


LEASE WITH OPTION TO 
PURCHASE 


Premiums paid on a sinking fund 
policy to secure a lump sum payable 
on the termination of a lease to 
cover depreciation on the leased 
property were held to be outgoings 
of a capital nature. 


A complicated procedure was arranged 
in order to finance the erection of a 
building on land owned by the taxpayer 
company. For purposes of clarity, the 
method adopted is summarised as follows: 

(a) An insurance company agreed to 
purchase the land from the tax- 
payer, erect a building on it, and 
lease the completed building to the 
taxpayer. The plans and specifica- 
tions of the building had to be 
approved by the parties. 

(b) The lease was for a period of ten 
years, at a rent equal to 54% of 
the total expenditure on the land, 
improvements, etc., borne by the 
insurance company. 

(c) The taxpayer company had an op- 
tion to repurchase the property at 
the end of the ten years’ lease, or 
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at the end of any further term of 
ten years, not exceeding 40 years 
in all. Also, if the company wished 
to cease carrying on its business, 
the property could be repurchased. 


(d) In addition to rent, the taxpayer 
company agreed to pay to the in- 
surance company, at the end of the 
initial term of ten years, a cal- 
culated capital sum to cover de- 
preciation. 

The payment of this capital sum 
was secured by a sinking fund 
policy which was mortgaged to 
the insurance company. 

The figure at which the taxpayer 
company was entitled to repur- 
chase the property was to be cal- 
culated as the value of the 
property, or the insurance com- 
pany’s total outlay, whichever was 
the greater amount, less the “capital 
sums to cover depreciation” ac- 
tually paid to the insurance com- 
pany. 

If the lease was renewed after the 
first ten years, the rental payable 
was subject to an adjustment clause 
which operated to ensure that the 
insurance company received a net 
return on its investment which was 
one-half per cent per annum 
greater than the interest charged 
on first-class mortgages. The tax- 
payer company was also obliged, 
at the end of the further term of 
ten years, to pay a capital sum to 
cover further depreciation. 

The insurance company duly erected 
the building and leased it to the tax- 
payer company for ten years from 5 
December 1955, at a_ rental of 
£2,191/8/0 per annum. The taxpayer 
company took out the sinking fund policy 
as arranged, and charged the policy with 
the payment of the “capital sum” for 
depreciation. A deduction was claimed 
of the amount paid for rent, and also the 
quarterly premiums on the sinking fund 
policy. 

The Board of Review, in 8 C.T.B.R. 
(N.S.) Case 116, had to deal with the 
taxpayer company’s objection against the 
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Commissioner’s disallowance of the pre- 
miums paid on the policy. The Commis- 
sioner had decided that the premiums 
represented expenditure of a _ capital 
nature. 


For the taxpayer company, it was sub- 
mitted that the premiums paid on the 
sinking fund policy were equivalent to 
additional rent, and represented there- 
fore a revenue expenditure. Alternatively, 
the company contended that by the 
agreement to pay a fixed amount at the 
end of the ten years’ period to cover 
depreciation, it had incurred a liability 
which constituted a loss or outgoing in- 
curred in relation to the production of 
income, and therefore the premiums on 
the policy which would produce the 
amount necessary to fulfil this indebtness 
should be an allowable deduction. 


The Board did not agree with the 
taxpayer company’s view. Although it 
was conceded that the fact that the lump 
sum payable at the end of the lease 
period was described as a “capital sum 
for depreciation” did not of itself estab- 
lish that it was of the nature of capital, 
nevertheless the Board considered that 
it was in fact correctly described. “Its 
capital nature is established not only by 
this contrast with the regular rent pay- 
ments but also by the benefit or advan- 
tage of a lasting nature which accrued 
to the company consequent upon the 
payments in that under the agreement it 
was entitled to a set-off of the amount 
paid in the event of exercising its option 
to purchase at the end of the term and 
was also entitled to have account taken 
thereof in the calculation of the value of 
the property for the purposes of rental 
determination if it exercised its option 
to renew the term”. 


Having decided that the lump sum 
payment to be made at the end of the 
term of the lease was of a capital nature, 
the Board concluded that the premiums 
paid on the policy to secure that lump 
jum, for the purpose of recouping to the 
insurance company part of the cost of 
the improvements made to the land 
leased to the taxpayer company, were 
also an outgoing of capital. 
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ESTATE AGENT TRAVELLING 
OVERSEAS. 


No part of the amount expended 
by an estate agent on an overseas 
trip was allowed as a deduction for 
income tax purposes. 


The taxpayer, who had lived in Aus- 
tralia since 1949, and who carried on 
the business of a real estate agent, 
travelled abroad early in 1956, accom- 
panied by his wife and child. His own 
air fares (£655), and part of the cost of 
his accommodation abroad (£136) were 
claimed as a deduction in his income 
tax return for that year. 


The reasons for the overseas trip, ac- 
cording to the information provided to 
the Commissioner and in evidence be- 
fore the Board of Review in 8 C.T.B.R. 
(N.S.) Case 118, were to study real 
estate methods and the latest building 
processes, as well as to enable his wife 
to visit relatives in England. 


The taxpayer did not have an easy 


task in his efforts to convince the Board 
that the expenditure on his overseas 
travelling was necessarily incurred in 
carrying on his estate agency business. 
He stated that he did not know any 
overseas real estate agents and had made 
no appointments prior to visiting 
England and America; while in London 
and New York he visited various estate 
agents, introduced himself by presenting 
his business card, and had an informal 
discussion with the staff. 


The Board was informed that as a 
result of inquiries made abroad, tax- 
payer learned of various ways in which 
he could improve his business, such as 
the limitation of advertising expenses to 
a fixed proportion of commissions earned, 
the correct listing of properties for sale, 
and the necessity for the training of sales 
personnel. 


The matters which taxpayer stated 
that he had investigated were, in the 
Board’s opinion, nothing more than 
what an ordinary prudent business man 
would examine in the normal conduct 
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of his business. No inquiries had been 
made in Australia with a view to soiving 
the problems which taxpayer stated he 
was experiencing. 


The Board considered therefore that 
the overseas trip was not undertaken as 
an activity in the course of or as an aid 
to carrying on his business. A business 
motive did not play a significant part in 
his decision to go abroad and matters 
of business did not occupy him to any 
substantial extent while he was travelling. 
Consequently, no part of the amount 
claimed should be allowed as a deduction 
under Section 51. 


CONSTRUCTION OF PARKING 
AREA 


No depreciation was allowed on 
the cost of a parking area con- 
structed at a “drive in” shopping 
centre. 


The taxpayer company owned the 
freehold of a shopping centre, conducting 
its own retail business in part of the 
building, and letting the shops to tenants. 
It constructed a parking area at a cost of 
£71,082, and sank bores to reduce the 
damage caused by subterranean water 
beneath the tarmac surface of the park- 
ing area. 


Depreciation was claimed at 10% on 
the cost of the parking area, and 742% 
on the cost of the bores. The Com- 
missioner did not allow the deduction 
for depreciation of the parking area. 


Depreciation is allowable on plant or 
articles owned by the taxpayer and used 
by him for the purpose of producing 
assessable income. The Board of Review 
in 8 C.T.B.R. (N.S.) Case 108 decided 
that the parking area was not plant, but 
represented an integral part of the tax- 
payer’s land. 


Plant, as described by Uthwatt J. in 
J. Lyons & Co. Ltd. v. Attorney General 
(1944) 1 All E.R. 477 “includes what- 
ever apparatus or instruments are used by 
a business man in carrying on_ his 
business. The term does not include 
stock-in-trade, nor does it include the 
place where the business is carried on. 
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Submission to the 
Commonwealth 
Committee on 
Taxation 


INTRODUCTION 


(TAXATION impinges on the work of most 

of the Society’s 22,000 members, and a 
considerable number specialise in the taxation 
field. Consequently, in making this submission 
the Society has been able to draw from a wide 
field of experience in taxation matters. 


The Society is aware, in making this sub- 
mission, that the terms of reference preclude 
any serious consideration of fundamental 
changes in the present framework of Common- 
wealth Income Tax Law. Fundamental changes 
to the present framework may be desirable, 
but, by and large, the following submission 
has been confined to recommendations on 
desirable changes within the existing frame- 
work which commend themselves to a body 
of accountants. 


INCOME TAXATION AND BUSINESS 
PROFITS 


It is the belief of the Society that the 
concepts of taxable income and accounting 
profit should be brought into alignment. The 
submission of the Commonwealth Institute of 
Accountants (an antecedent body) to the pre- 
vious Commonwealth Committee on Taxaion, 
1950, expressed the general viewpoint on this 
matter. 


These views might be regarded as an ad- 
vocacy of fundamental changes and outside 
the present terms of reference; nevertheless, 
it is felt that they should be borne in mind. 
Then, by alteration to existing sections and 
the introduction of new sections, it would be 
possible to work towards what is believed to 
be a desirable goal, namely, a comparable 
basis for arriving at both the annual profits 
and the taxable income of a business. 

Two matters appear to be of prime im- 
portance in considering amendment to the 
existing Act so far as it relates to determination 
of the taxable income of a business:— 

(a) the timing of the recognition of items 

of income; and 


The Australian Accountant, October, 1960. 


(THE Australian Society of Accountants 
was invited by the Commonwealth 
Committee on Taxation to submit re- 
presentations on income tax matters which 
fell within the scope of the Committee’s 
terms of reference as provided by the 
Commonwealth Government. 

In order to facilitate the submission of 
representations by the Society, it was 
arranged that each of the State Councils 
of the Society appoint a committee to 
consider, and make suggestions, relating 
to the operation of the Income Tax Assess- 
ment Act. 


A co-ordinating committee was ap- 
pointed, consisting of four members, 
Messrs. K. C. Keown and D. C. Wilkin: 
of Melbourne, and O. E. Berger and 
H. W. B. Chester of Sydney, to examine 
the suggestions made by the State com- 
mittees, and to prepare a submission in 
a form suitable for transmission to the 
Commonwealth Committee on Taxation. 

This submission, which dealt substan- 
tially with income tax matters of general 
principle, with a broad rather than de- 
tailed emphasis, after being examined in 
turn by the Central Research Committee 
and the Executive Committee of the 
Society, was submitted to the Common- 
wealth Committee on Taxation on 27 
June, 1960. 

The Victorian members of the Society’s 
co-ordinating committee, accompanied by 
the President, Mr. W. P. Henson, ap- 
peared before the Commonwealth Com- 
mittee in Melbourne on 11 August, to 
amplify and be questioned on, the sub- 
missions made. The New South Wales 
members of the co-ordinating committee 
were interviewed by the Commonwealth 
Committee in Sydney on 22 September, 
1960. 

The text of the Society’s submission to 
the Committee is published here. 


* *¥ 


(b) the deductibility of items of related 
expenditure from income. 








The present basis of the Act is to include 
revenue in the annual computation of taxable 
income when it has been “derived” by the 
taxpayer (ss. 17 and 19) and in this con- 
nection the weight of judicial opinion seems 
to favour derivation as meaning “receipt” or, 
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at least, the coming within the control or 
disposition of the taxpayer of the item of 
incomings which it is sought to establish as 
“income”. On the other hand the deduct- 
ibility of items is basically determined by the 
time of their incurment (s. 51) and a quite 
considerable body of judicial dicta on the 
meaning to be given to the word “incurred” 
within the context of s. 51 has by no means 
left its interpretation free from difficulty. In 
fact, some of the judicial interpretation has 
had the effect of radically departing from the 
accounting concepts used in determining busi- 
ness profit (e.g., provisions for accruing 
liabilities) to an extent which results in in- 
equity to the businessman taxpayer. 


On the revenue side the biggest problem 
seems to be the situations which arise through 
the taxation in the year of receipt of the 
total revenue arising from operations extend- 
ing over more than one year of income (e.g., 
payment of tuition fees for a course extending 
over several years; lump-sum payment of 
service contracts where such service is to be 
rendered over several years; premium on lease, 
etc.). These could be probably best dealt 
with by introducing a section supplementary 
to ss. 17 and 19 which allows inclusion in 
assessable income of such amounts propor: 
tionately over the years in which they are 
earned. Probably the difficulties of drafting 
such a section would make it necessary for it 
to be subject to the Commissioner’s discre- 
tion. 

As the Society is not, in this submission, 
recommending alterations to s. 51 (with very 
minor exceptions) it follows that the achieve- 
ment of the objects set out above would re- 
quire the enactment of amendments of specific 
provisions which would permit deductions for 
inter alia 

accruing liabilities for items such as long 

service leave. 

“capital” expenditure such as removal ex- 

penses, valuation expenses, liquidation ex- 

penses, which do not bring into existence 
any asset or enduring benefit, but which, 
because of their relationship to the “profit 
yielding structure” rather than the “profit 
yielding process” are treated as excluded 

from allowances under s. 51. 

capital expenditure on trade marks and 

similar wasting assets a deduction for which 

is not at present allowed. 


Two minor alterations are suggested to 
s. 51. The first is the introduction of the words 
“in the course of” before “gaining or pro- 
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ducing” thus giving effect to High Court 
statements that the section can only have 
meaning if read with the words inserted. The 
other is the alteration of the word “necessarily” 
to one which more aptly conveys the intended 
meaning. “Necessarily” has been interpreted 
by the courts to mean “appropriately” or 
“adapted for” rather than the normal meaning 
of “obligatory” or “compulsory”. 


TAXATION OF COMPANY PROFITS AND 
DIVIDENDS 


The Society is not in favour of the present 
system of full double taxation of company 
profits, firstly in the hands of the company 
which earns the profits and secondly in the 
hands of the shareholders who receive those 
profits by way of dividends. 

The legal position that a company is a 
separate and distinct entity apart from its 
shareholders is of course, admitted, but that 
fact cannot be accepted as a convincing argu- 
ment for taxing company profits twice, that 
is, to the extent that they are distributed to 
the shareholders by way of dividends. 


However, in view of the paramount con- 
sideration that the Commonwealth Govern- 
ment must not lose revenue to any substan- 
tial extent if any of these submissions were 
given effect to, it is not proposed to make 
any recommendations with a view to putting 
an end to the present system of double taxa- 
tion of company profits. 


PRIVATE COMPANIES 


It is submitted that the present definition 
of a “private company” in s. 105(1) is un- 
necessarily complicated and uncertain of 
application, particularly having regard to sub- 
paragraph (f) of the definition and to the 
wide definition of “relative” in s. 6(1) of the 
Act. The decisions of the Full High Court 
in W. P. Keighery Pty. Ltd. v. F. C. of T. 
(1957) 7 A.LT.R. 107 and F. C. of T. Vv. 
Sidney Williams (Holdings) Ltd. (1957) 7 
A.LT.R. 126 are to the effect that it is 
comparatively easy to overcome all the six 
tests laid down by s, 105(1), a company 
being permitted to adopt ways and means, 
however artificial, to bring itself outside the 
definition of a “private company”. It is sub- 
mitted that the definition of a “private com- 
pany” should be tightened up with a view to 
bringing all companies which are in essence 
private companies, within the ambit of Division 
7. In other words, the Act should aim to 
deal with public and private companies by 
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adopting a more realistic division between 
these two types of companies. 


However, whilst the suggested amendments 
would have the effect of bringing more com- 
panies within the ambit of Division 7, the 
“striking power” of that division should be 
eased. Division 7 should not have the effect 
of causing a flight from private to public 
companies. 


Australia has now entered an era of im- 
pressive development and expansion and it is 
safe to say that the major part of this task 
is, and will be, undertaken by companies, 
public and private. It is therefore of national 
importance that companies in general be 
allowed to develop and expand to a substan- 
tial degree by ploughing back profits, that is, 
building up reserves. Public companies may 
do so without involving themselves in any 
tax penalty and it is the Society’s view that 
this should remain so. Retention allowances 
for “private companies” have recently been 
liberalized and relief should now be given by 
making the “prescribed period” more flexible. 
Definition of “Private Company” 

It is recommended that the definition of a 
“private company” in s. 105(1) of the Act 
be amended to provide to the effect that “a 
company is a private company if it is not a 
company in which the public are substantially 
interested and, on the last day of the year 
of income, it is not a subsidiary of a public 
company and is a company of any one or 
more of the following descriptions:— 

(a) a company, all the issued shares of 
which are held by not more than fifty 
persons; 

(b) a company in which not less than half 
of the voting power is capable (having 
regard to the operation of sub-section 
3 of this section, that is, relatives and 
nominees are taken into account) of 
being exercised by one person or by 
persons not more than seven in number, 
and 


a company in which more than half 
of all the issued shares or more than 
half of the paid-up capital of all the 
issued shares are held (having regard 
to the operation of sub-section 3 of 
this section, that is, relatives and 
nominees are taken into account) by 
one person or by persons not more than 
seven in number”. 


If the foregoing definition were adopted, 
then sub-paragraphs (b), (c), and (f) of 
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paragraph 1 and paragraph 2 of s. 105 would 
be deleted; in short, the present six tests would 
be reduced to three. 

So as to make the application of tests (b) 
and (c) of the new definition less complicated 
and more certain, it is strongly recommended 
that the definition of “relative” in s. 6(1) be 
made less comprehensive. 

As there may still be circumstances existing 
which would make it reasonable for a com- 
pany which fails to survive the foregoing 
three tests, to be classified as a public com- 
pany, paragraphs 5 and 6 of s. 105 should be 
retained. 

It has been considered whether one of the 
tests of what constitutes a “private company” 
should be the destination of the company’s 
dividends, that is, the dividend entitlements 
as laid down in the Articles of Association or 
by the terms of issue of the shares. 


The conclusion has been reached that such 
a test could be more easily manipulated and 
overcome than the tests suggested above. 
Moreover, it appears that the application of 
such a test could be quite troublesome to the 
Department, particularly where several classes 
of shares are created and the directors have 
complete discretionary powers as to the divi- 
dend entitlements of each separate class. 

The Society does not favour making the 
dividend entitlement a test in the definition of 
a “private company”. It might develop into 
an elusive and troublesome test. 


Retention Allowances 
The increased retention allowances applic- 
able to personal exertion income, as provided 
by the Income Tax and Social Services Con- 
tribution Assessment Act (No. 2) of 1959 
appear to be reasonable. They are as follows:— 
50% on first £1,000 of reduced distributable 
income; 
40% on second £1,000 of reduced distribu- 
table income; 
35% on reduced distributable income in 
excess of £2,000. 


Where a “private company” derives income 
from rent, it sometimes happens than the 10% 
retention allowance is inadequate to take care 
of disallowed items, such as disallowed re- 
pairs. It is recommended that the retention 
allowance of 10% in respect of income from 
property (other than dividends from other 
private companies) be increased to 15% in 
respect of the net rental income included in 
the distributable income. 
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It is also recommended that provision be 
made in the Act for a minimum retention 
allowance of say £200, to take care of normal 
non-deductible items, such as legal expenses, 
gifts and donations. 


Prescribed Period 


At present, the “prescribed period” means 
the period of one year commencing two 
months before the end of the year of income; 
in other words, it begins two months before 
the end of the year of income and ends ten 
months after the end of the year of income. 
There are many cases where a “private com- 
pany” does not know, and cannot possibly 
know, what constitutes a sufficient distribution 
within the prescribed period. This is brought 
about by the non-issue of assessments within 
the prescribed period, disallowances of deduc- 
tions and increases in assessable income by 
treating as assessable income receipts con- 
sidered to be capital receipts, and by the issue 
of amended assessments (increasing the 
taxable income) long after the expiry of the 
prescribed period. In these circumstances, the 
imposition of 10/- in the £ Undistributed 
Profits Tax is severe, particularly where a 
company’s policy is to make dividend dis- 
tributions of not less than a sufficient distri- 
bution. 


It is recommended that where an original 
assessment, or an amended assessment in- 
creasing the taxable income is issued more 
than nine months after the end of the year 
of income, the “prescribed period” should be 
extended automatically to a period ending on 
a date one month after the date of issue of 
such assessment. The Commissioner could also 
be given a discretionary power to grant a 
further extension of time in appropriate 
cases. 

In order to guard against possible abuses 
by companies making frivolous claims which 
normally cause delay in the issue of assess- 
ments, it might be necessary to entrust the 
Commissioner with a discretionary power to 
refuse to extend the prescribed period in 
certain cases. 

To sum up, a company should be given 
every opportunity to make a sufficient dis- 
tribution and to avoid i0/- in the £ Un- 
distributed Profits Tax. 


Private Companies—In Liquidation 


Distributions by a liquidator out of income 
which has been properly applied to replace a 
loss of paid-up capital are not deemed to be 
dividends under s. 47 and, consequently, such 
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distributions cannot be brought to account 
in ascertaining whether the company has made 
a “sufficient distribution”. 


In calculating the “undistributed amount” 
liable to the additional tax (flat rate of 10/- in 
the £) imposed by s. 104(1) of the Act, no 
deduction can therefore be allowed in respect 
of a distribution of income which has been 
properly applied to replace a loss of paid-up 
capital for the reason that, by virtue of the 
exclusion provision of s. 47(1), that distri- 
bution is not a deemed dividend. This means 
that even though the “private company”, 
through its liquidator, has in fact distributed 
“income” equalling or exceeding the amount 
of a “sufficient distribution” during the “pre- 
scribed period”, it can still become liable to 
the s. 104(1) additional tax on the full amount 
of a “sufficient distribution”. 


It is submitted that in the case of a “private 
company” in liquidation, all distributions of 
“income” (other than special fund dividends), 
however applied by the liquidator during the 
“prescribed period”, should be taken into ac- 
count for purposes only of calculating whether 
or not that “private company” has made a 
“sufficient distribution” in relation to the year 
of income. 

It is further submitted that additional tax 
under s. 104(1) should not be levied where 
the liquidator of a “private company” is un- 
able to make distributions to the contributories 
during the prescribed period, because the 
whole of the available funds must be applied 
to pay creditors. 


Non-Private or Public Company 


Where a company’s shares (other than 
preference shares) are officially quoted on any 
stock exchange, that fact should be conclusive 
that the public is substantially interested. No 
further tests should be applied. In other words, 
it is recommended that the following words 
be deleted from s. 105 (4) (a)—“unless shares 
carrying not less than three-quarters of the 
voting power in the company are, at the end 
of the year of income, beneficially held by, 
or held directly or indirectly on behalf of or 
for the benefit of, one person, or persons not 
more than twenty in number”. 


If this recommendation were accepted, then 
s. 105(4) (c) should not apply to listed com- 
panies. 


Subsidiary of a Public Company 


It is submitted that dividend entitlement 
should be one of the tests for purposes of 
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Announcing . . . 
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The College has made available for all Candidates the 
services indicated below 
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NEW TERM—CLASSES 
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Further information relating to our educational service gladly given free 
and without obligation. 
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s. 105(4) (b) of the Assessment Act which 
sets out the conditions of what constitutes a 
subsidiary of a public company. 


Under the existing provisions, a public 
company of the type involved in Keighery’s 
case May own substantially the whole of the 
dividend-bearing shares in what are in effect 
subsidiary companies of the public company, 
but by allowing a few shares carrying the 
majority of the voting power to be owned by 
one or more individuals, the “subsidiaries” 
are private companies. Their taxable incomes 
are thus assessed at the lower rates of primary 
tax applicable to private companies. These 
“subsidiary” companies then make sufficient 
distributions to the holding (public) company 
to escape the 10/- in the £ flat rate additional 
tax under s. 104(1). The public holding 
company may retain the whole of the divi- 
dends received from the “subsidiary” com- 
panies without incurring any net primary 
company tax (by reason of the s. 46(1) 
rebate) or additional tax under s. 104(1). 


This loophole would be closed if s. 105(4) 
(b) were amended to the effect that a com- 
pany is a subsidiary of a public company under 
the existing test of control, or if a company 
is, Or companies are, (none of which is a 
private company) entitled to receive more 
than one-half of the profits of the company 
if they are distributed by way of dividends. 


VALUATION OF TRADING STOCK 


Section 31 of the Income Tax Assessment 
Act sets out the alternative bases of valuation 
of each article of trading stock at the end of 
the year of income, viz., cost price, market 
selling value, or the price at which the stock 
can be replaced. 


The Society is of the opinion that for the 
majority of taxpayers the section operates 
satisfactorily. Having regard, however, to the 
developments in the determination of net 
profit by the employment of modern account- 
ing practices, involving the use of accepted 
techniques in the valuation of trading stock, 
we consider that these provisions require re- 
view. 


It is submitted, therefore, that the Act 
should not operate to provide limited and 
inflexible bases of valuation of trading stock, 
and recommended that section 31 be amended 
to permit a method of valuation other than 
cost price, market selling value, or replace- 
ment cost if such other method: 
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(a) conforms to sound accounting practice 
and has the effect of fairly reflecting 
the true profit of the year of income 
and 

(b) is consistently applied from year to 
year. 

An example would be the use of standard cost 
as a basis of valuation. 


If a basis of valuation other than those at 
present specified in the Act were permitted, 
the approval of the Commissioner to adopt 
such a basis might be necessary. 


Although the Society accepts the principle 
that the allowance of a loss, reflected in the 
valuation of trading stock, should generally 
not be permitted unless incurred in the year 
of income, it is submitted that the Act should 
make concessions to the custom of industry, 
where the use of the present bases of valuation 
of stock can produce substantial differences 
between taxable income and net profit. For 
example: 

(i) The existence of trading stock which, 

although obsolete, is held for a possible 
willing buyer. The valuation of such 
stock in the accounts would certainly 
recognise the fact that the stock was 
obsolete. 
A reduction in the value of a world 
commodity, such as wool, during the 
period immediately succeeding the close 
of the year of income. 


Therefore, where the Commissioner ap- 
proves, recognition should be given to such 
circumstances by the use of a consistent method 
of valuation other than those now specified. 
There should be no overall effect on revenue. 


The Society believes that in the circum- 
stances outlined in s. 36A., viz., the deemed 
disposal of trading stock on the formation or 
dissolution of a partnership, or a variation 
in the constitution of a partnership, the dis- 
posal value of the trading stock should be the 
value that would have been taken into account 
if the deemed disposal had not taken place, 
unless the parties agree that the provisions of 
s. 36 (the use of market value as the disposal 
value) should apply. This implies a reversal 
of the procedure which is now permitted by 
the operation of s. 36A. 


It is submitted that the definition of “trading 
stock” in Section 6 of the Act should be 
clarified in relation to choses in action, such 
as shares in companies, real estate, etc. 





LEASES 


The elaborate provisions in the Common- 
wealth Income Tax Assessment Act relating 
to lease premiums and leasehold improvements 
are assumed to reflect the intention of the 
Government that— 

(i) lease premiums which, in the absence 
of such provisions would be regarded 
as of a capital nature should be treated 
as commuted rent assessable to the 
recipient and allowed as a deduction to 
the payer; 
expenditure on leasehold improvements, 
which is also of a capital nature, should 
be allowed as a deduction to the lessee 
because no value accrues to him, and 
assessed to the lessor because a residual 
value in the improvements does accrue 
to him at the conclusion of the lease. 


Accepting the above as a general principle 
it is submitted that the Committee should 
give consideration to certain circumstances 
which seem to indicate that this overall in- 
tention of the legislation is to some extent 
frustrated. 


Section 88 (3) provides a restriction on the 
allowance of deductions for “covenanted” 
leasehold improvements, where an individual 
(lessee or lessor) controls the voting power 
of a company (lessee or lessor) or where the 
Commissioner is of the opinion that the lessor 
is.in substantial control of the operations of 
the lessee, or vice versa. 


It is suggested that, on the assumption that 
such restriction is reasonable, and desirable, 
it should be extended to circumstances where 
the lessor and lessee are each capable of being 
controlled directly or indirectly by the same 
person or company. 

On the further assumption that the allow- 
ance of a deduction for the cost of “un- 
covenanted” improvements, as provided by 
s. 85(1) (b), should continue, because of the 
fact that no value in those improvements 
accrues to the lessee, it is suggested that the 
allowance so granted by s. 85(1) (b) should 
be restricted in terms similar to that suggested 
in relation to the deduction permitted by 
s. 88(2). 

The Society questions the logic of allowing 
a deduction for expenditure on “uncovenanted” 
leasehold improvements if the lease is as- 
signed or surrendered (s. 85) whereeas no 
deduction is allowed on termination of the 
lease by effluxion of time. If a deduction for 
the cost of such improvements is reasonable, 


530 


because no value accrues to the lessee, then 
there appears to be no reason why such allow 
ance should not be granted if the lease ex- 
pires without being assigned or surrendered. 


Section 88(5) provides that in relation to a 
lease of indefinite duration, the person who 
pays a premium or incurs expenditure on 
“covenanted” leasehold improvements may 
elect that the term of such a lease shall be 
deemed to be two years. 


It is suggested that the sub-section be 
amended to provide that such leases of in- 
definite duration should be deemed to have a 
term of two years, unless the person who 
incurs the expenditure elects otherwise. An 
amendment of this nature would avoid the 
necessity of making an election in the normal 
case, that is, where the person paying the 
premium or making the improvement desires 
to obtain a tax deduction when the expendi- 
ture is incurred. Without an election being 
made under the present provisions, the person 
who incurs the expenditure may lose the bene- 
fit of the deduction for the premium and the 
improvements, unless the lease is assigned or 
surrendered before its termination. Such a 
situation appears to be illogical. 


SUBSTITUTED ACCOUNTING PERIODS 


It is suggested that a taxpayer carrying on 
business should have the right to adopt an 
accounting period ending on a date other 
than 30 June— 

(a) Where it is the taxpayer's first return 

of income or, 

(b) Where it is not the taxpayer's first 
return of income, if the taxpayer shows 
that the adoption of that other period 
will enable the taxpayer more cor: 
rectly to determine his true income 
for each accounting period, and/or is 
justified by special circumstances. 


The taxpayer should be required to give 
notice to the Commissioner where such a 
change is proposed and should not thereaftet 
be empowered to change to some other ac 
counting period without the leave of the 
Commissioner. 


It is further suggested that where a taxpayer 
adopts a substituted accounting period so that 
more or less than a full year’s income is 
returned, the rate of tax applicable to such 
income should be determined by prorating 
the income returned to the basis of one full 
income year, and the actual income assessed 
at that rate. 
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Section 18 in its present form requires tax- 
payers to prepare their returns in respect of 
an income year ending on 30 June, but gives to 
the Commissioner power to consent to the 
adoption of another period. The Commis- 
sioner in the exercise of this discretion pro- 
ceeds on the principle that consent to a sub- 
stituted period should be granted only in 
unusual circumstances and in these circum- 
stances that tax be imposed on a taxable in- 
come equivalent to that calculated for a period 
ending on 30 June or the last day of the 
substituted accounting period, whichever is 
the later. 


It is hard to defend the inflexible policy at 
present pursued, and it is submitted that a 
greater latitude should be given in permitting 
the adoption of different balancing dates. It 
is not suggested that there should be any 
variation as to the supply of other information 
requested by the Commissioner relating to 
30 June income year—for example details of 
dividend and interest payments made in that 
year. 


In so far as the second recommendation is 
concerned, it is submitted that the penalty now 
imposed by the Commissioner as a condition 
to his consent operates, in many instances, to 


make adoption of a_ substituted accounting 


period impracticable. Quite apart from the 
inequitable principle that is applied, a problem 
arises in so far as a company assessed as a 
private company is concerned, in that it may 
well be required to make a distribution (to 
avoid undistributed profits tax) without ac- 
tually having funds from which dividends can 
lawfully be paid. 


The recommendation made above is based 
on the United States Internal Revenue Code. 
This approach is, by contrast, equitable and 
logical. Section 47 of the Internal Revenue 
Code specifies that if the accounting period is 
changed, with the result that less than one 
year’s income is returned, the income is pro- 
rated to the basis of a full year, tax is 
calculated thereon and then prorated back to 
the actual period. Hence, if income for nine 
months is £9,000 the amount is taken up to 
£12,000 for the twelve months, tax on 
£12,000 is calculated and nine-twelfths of that 
tax is assessed against the taxpayer. If a 
taxpayer not operating for twelve months 
lodges a first return for the lesser period, tax 
is charged on the actual income returned. 


Unless the law is defined in the manner 
Suggested the taxpayer should be able to 
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appeal against the terms of the Commissioner's 
consent. At the moment there is no appeal 
because the Commissioner's consent is al- 
ways conditional upon the taxpayer’s agreement 
to the method of assessment referred to. 


The amendments proposed would remove 
present causes of complaint, would be helpful 
to overseas companies investing here, and 
would not involve the Treasury in any loss 
of revenue to which it should be entitled. 


BAD DEBTS 


It is suggested that the Act should allow a 
deduction of a bad debt arising from— 


(i) money lent or advances made by a 
taxpayer in the course of carrying on 
a business for the purpose of gaining 
or producing assessable income, or 


payments made on behalf of any per- 
son in the course of carrying on a 
business for the purpose of gaining or 
producing assessable income. 


The Society suggests that Section 63 in its 
present form does not go far enough in 
allowing a deduction of bad debts incurred in 
gaining assessable income or carrying on a 
business for that purpose. The section denies 
a deduction for money lent unless a taxpayer 
establishes that he carries on money-lending as 
a separate business and not merely as an 
adjunct of some other business. If trading 
and the lending of money constitute the one 
business, or if money is advanced in the 
ordinary course of carrying on a business by 
a taxpayer not carrying on the business of a 
money-lender, no deduction is granted for bad 
debts arising therefrom. 


Additionally, the section in its present form 
is too restrictive in that, except for advances 
by money-lenders, bad debts are deductible 
only if they have been brought to account as 
assessable income. For example, a bad debt 
incurred as a result of advances made to a 
supplier to ensure due delivery of goods or to 
obtain special discounts is not an allowable 
deduction because the debt itself has not been 
brought to account by the taxpayer as assess- 
able income of any year. The loss is not 
deductible under the general provisions of 
s. Si because of the specific prohibition in 
s. 63(1), which provides that “no other bad 
debts shall be an allowable deduction”. 


The amendment suggested would overcome 
these deficiencies in the existing legislation. 
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LOSSES BY THEFT 


It is recommended that the Act be amended 
in the following respects— 

I. To allow losses incurred as a result 
of theft, misappropriation or defalcation 
as well as those arising from embezzle- 
ment and larceny. 

. To delete the requirement that the loss 
must arise through the action of an 
employee. 

III. To allow a deduction for the loss of an 
asset other than money. 


Recommendation No. I is designed to vary 
the present provisions limiting a deduction to 
losses arising from larceny or embezzlement 
and which operate most unfairly because the 
technical legal meaning of these words limits 
the effectiveness of the concession granted by 
Section 71. The amendment recommended 
would remove the present restrictions and 
grant a deduction of all losses caused by de- 
falcation, misappropriation or theft. 


Recommendation No. Il. It is contended 
that the present requirement of the section 
that the loss arises from the misfeasance of a 
person employed in the business of the tax- 
payer, operates most unfairly. In instances a 
loss occurs because of misappropriation by a 
person not employed by the taxpayer—for 
example a public accountant—and there is no 
reason in principle or justification in practice 
for distinguishing between such a loss and 
that caused through the action of an employee. 

Recommendation No. Ill. The present pro- 
vision which restricts a deduction to losses of 
money and not, for example, Commonwealth 
Government Bonds, is inequitable and illogical. 
It is submitted that the section should cover the 
loss of any asset irrespective of the nature of 
the asset and the proposed amendment is 
designed to achieve this. 


PAST LOSSES 


It is submitted that the Act in its present 
form operates harshly and suggested that s, 80 
be altered in the following respects:— 


I. To exclude net exempt income in the 
calculation of a deductible loss. 

II. To delete sub-section (2)(b) in re- 
quiring deductible losses to be recouped 
firstly from net exempt income. 

. To delete sub-section (3) in conse- 
quence of the two alterations above. 

. To amend sub-sections (5) and (6) 
containing provisions relating to pri- 
vate companies. 


V. To add a new sub-section to allow 
deductible losses to be carried back 
for a period of three years prior to the 
year of income. 


Recommendations Nos. I and Il are pro- 
posed so as to remove the present inequity 
arising from the fact that exempt income is 
taken to account in the calculation of a de- 
ductible loss. The sections of the Act which 
grant exemption of certain income are negated 
by the existing provisions of s. 80(1) and (2) 
with the result that these provisions operate 
most unfairly, and in instances to the extent 
that the same income can be taxed twice. One 
of the many instances of the inequitable 
operation of these provisions can be found in 
the endeavour of the Commissioner of Taxa- 
tion to reduce deductible losses by dividends 
received in the form of bonus share issues. 
It is submitted that the legislation should be 
amended to give recognition to the fact that 
past losses are a proper deduction against 
assessable income and that to offset these 
losses against exempt income violates this 
fundamental principle. 


Recommendation No. Ill is a consequential 
recommendation, as the sub-section proposed 
to be deleted details the definition of net 
exempt income, and in the event of the first 
two recommendations being accepted, this sub- 
section becomes unnecessary. 


Recommendation No. IV. The present pro- 
visions of sub-sections (5) and (6) should be 
amended to ensure that the holding of shares 
by nominees does not prejudice a_ private 
company’s entitlement to a deduction of past 
losses in circumstances in which the shares are 
transferred to the beneficial owner in a year 
in which the profits are earned. The present 
provisions of the Act operate so as to deny 
a deduction of past losses in these circum 
stances (CTBR NS Vol. 7 Case 122). 


Recommendation No. V is proposed with 
the object of granting assistance to taxpayers 
by allowing the alternative of a carry-back of 
the loss of the year of income against profits 
of preceding years. The effect of this would 
be to ease the financial burden of taxpayers 
who find themselves in a difficult trading 
period, by either obtaining for them a refund 
of tax previously paid, or by reducing or eX- 
tinguishing a liability for tax unpaid. The 
present concession, which allows a deduction 
from future profits, is of no financial assistance 
until and unless a taxpayer is earning profits, 
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whereas the proposed amendment would grant 
financial assistance at the time of greatest 
need. 


TAX AGENTS 


It is recommended that tax agents who 
are sole traders or in partnership should be 
allowed to appoint a nominee, acceptable to 
the Tax Agents Board, who is not a partner 
of the agent. 


It is also recommended that tax agents 
should be given the right to be heard and to 
be represented before the Tax Agents Board 
when it is considering the cancellation of an 
agent’s registration under s. 251K(2). The 
Act gives the Tax Agents Board power to 
cancel an agent’s registration for certain mis- 
demeanours. it is submitted that this judicial 
act should not be carried out without hearing 
the tax agent. 


APPEALS TO THE HIGH COURT FROM 
A DECISION OF A BOARD OF REVIEW 


Attention has recently been drawn to the 
position arising where a taxpayer obtains a 
favourable decision from a Board of Review, 
and the Commissioner appeals to the High 
Court against the decision. In some instances, 
although the amount of tax at issue may be 
small, the principle of law involved may affect 
other cases. It the taxpayer is not prepared to 
risk the liability to pay the legal costs of 
representation before the Court, the Com- 
missioner’s interpretation may be confirmed as 
a result of the taxpayer's default. 


In order to ensure that proper representation 
is made in all cases, suggestions have been 
made by a number of organisations that the 
legal costs incurred by a taxpayer as a result 
of such an appeal should be borne by the 
Crown. The Society supports this view. 





Services Canteens Trust Fund 


HIGHER TRAINING EDUCATION AWARDS 


The Trustees of the Services Canteens Trust 
Fund are inviting applications for education 
awards for post-graduate studies i- °uxiliary 
services to medicine, welfare and science, such 
as:— Nursing (male and female), Physio- 
therapy, Speech Therapy, Occupational 
Therapy, Orthoptic Therapy, Laboratory 
Technician. 

The awards will be granted for any full- 
time post graduate course at the college or 
training centre selected and will be tenable 
for the period prescribed for the course. 

Post graduate nursing courses for which 
awards may be granted will be any approved 
course at the College of Nursing, Australia, 
or the New South Wales College of Nursing. 


Higher Training Education Awards for 
Physiotherapy, Speech, Occupational and 
Orthoptic Therapy, Laboratory Technician or 
other courses will be available for approved 
courses at training institutions in Australia 
accepted by the Trustees. 

The Trustees will also consider applications 
for higher training education awards in the 
fields specified above at training centres over- 
seas provided such courses or equivalent 
training is not obtainable in Australia. 


Value of Awards: The value of the awards 
will be determined by the Trustees in each 
case and will be designed to cover the costs 
involved, such as fees, books, stationery, fares 
and a maintenance allowance. 


The Australian Accountant, October, 1960. 


Eligibility: Any person whose mother or 
father served in the Australian Armed Forces 
between 3/9/39 and 30/6/47 is eligible to 
apply for an Award. Persons who themselves 
served in the Forces during the 1939-45 War 
but neither of whose parents served during 
the War are not eligible. 


Qualifications: The applicant must possess 
the qualifications prescribed by the college or 
training centre concerned to enter upon the 
course proposed. A formal academic qualifi- 
cation such as Leaving or Matriculation 
Certificate is not essential provided the 
applicant is in every way suitable and qualified 
to undertake the course proposed. 


How to Apply: Applications must be made 
on the prescribed form which can be obtained 
from the General Secretary of the Services 
Canteens Trust Fund or the Regional Secre- 
tary of the Fund in the State in which the 
applicant resides. 


Closing Date: Applications must be lodged 
with the General Secretary of the Services 
Canteens Trust Fund, Victoria Barracks, St. 
Kilda Road, Melbourne, not later than 1 
December, 1960, irrespective of the date the 
course proposed commences next year. 

Secretaries: Victoria Barracks, Brisbane; 
84 Pitt Street, Sydney; Victoria Barracks, 
Melbourne; 22 Grenfell Street, Adelside: Swan 
Barracks, Perth; Anglesea Barracks, Hobart. 
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The Internal Auditor — He Can 
Earn His Keep 


By G. W. BECK, B.Com., A.A.S.A., 
Lecturer in Accounting, University of Queensland 


AS business becomes more complex 
and the individual business units, 
almost invariably in the form of the 
limited company, increase in size, the 
statutory obligations regarding audit 
become difficult to comply with if the 
cost of the audit is to be maintained at 
a reasonable level. The external auditor’s 
responsibility can be no wider than the 
statutory report he puts on the client’s 
balance sheet (and profit and loss ac- 
count, if applicable). As a result, in the 
absence of specific arrangements, he 
cannot be expected to carry out more 
work than the minimum he considers 
necessary to form an opinion on the 
balance sheet and accounts. 


Although the external auditor meets 
his statutory liability and does sufficient 
work to form an honest opinion, he can- 
not guarantee the absence of error or 
fraud. And even with the minimum 
amount of work necessary, and the use 
of modern techniques of sampling and 
analysis, the time for, and consequently 
the cost of, the audit of large com- 
panies is high. In an endeavour to main- 
tain maximum audit efficiency and to 
ensure maximum safeguards against 
error or fraud at minimum cost many ex- 
ternal auditors have, since 1945, recom- 
mended to their clients the appointment 
of an internal auditor. The purpose of 
this has generally been twofold; firstly, 
to improve the internal control and ac- 
counting efficiency by having him par- 
ticipate in the processing of some day- 
to-day transactions, and, secondly, to 
reduce the external auditor’s time and 
cost by having much of the detail of the 
interim audit carried out by the internal 
auditor. In some cases the external 
auditor may also have wanted to in- 
crease the scope and depth of the interim 
audit. 
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No doubt the anticipated saving in 
external audit fees as a result of the 
appointment of an internal auditor was 
the factor that carried most weight with 
the boards of directors, for many execu- 
tives appear to have vague ideas on what 
to expect from an internal audit. How- 
ever, it is obvious that any net reduction 
in audt cost with the internal/external 
audit <¢rrangement is unlikely for some 
years a: least. In addition some external 
auditor: have insisted that the internal 
auditor carry out more detailed work 
than would be done by the external 
auditor when covering the same items, 
and, in these cases, this has tended to 
offset the reduced cost per hour of an 
internal auditor. If the administrative 
and other costs associated with addi- 
tional staff were taken into consideration 
it might well be found that the difference 
in cost per hour of an internal and an 
external auditor is very small. 


However, regardless of the motive for 
the appointment, many companies now 
have internal auditors. The executives of 
some companies which have been sub- 
ject to internal audit for some years have 
exhibited disappointment with the func- 
tioning of this department. To them it 
just seems to be a department affording 
modest protection against routine errors. 
From the point of view of the external 
auditor the internal audit has value, but 
but here too in many cases the benefits 
would not seem to be as great as the 
external auditor had expected. Whilst 
the improvement in the audit coverage 
has often been considerable, the saving 
of the external auditor’s time has just 
as often proved small. Because the ex- 
ternal auditor cannot be sure of the in- 
dependence of the internal auditor, and 
because of the absence of direct control 
that exists over the external auditor's 
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own staff, there has tended to be duplica- 
tion of some phases of the work. Also, 
often the internal auditor has proved 
incapable of doing more than working 
the programme provided, and the ex- 
ternal auditor has been compelled to 
continue to carry out all of the more 
skilled work. 


THE INTERNAL AUDIT 
FUNCTIONS 


Generally speaking internal audits in 
Australia do not seem to offer skilled 
assistance to management, and adequate 
co-ordination with external auditors is 
often lacking. In spite of this, the internal 
auditor has an important role in com- 
merce and the proper performance of 
the internal audit functions is essential 
to the safeguarding of company assets 
and to efficient company management. 
The internal audit functions could be 
classified as follows: 


(i) to carry out a financial audit 
complementary to the work of the 
external auditor. 

(ii) to review and report on financial 
systems and internal control pro- 
cedures. 

(ili) to aid in the system of internal 
control by participating, to a pre- 
determined extent, in the check 
of day-to-day transactions as they 
are processed. 

(iv) to aid management by carrying 
out objective operational audits 
of all departments. 


As already stated the majority of in- 
ternal auditors in Australia do not carry 
out all these functions, and, as a result, 
the benefits actually received from the 
internal audit of these companies fall 
far short of the benefits that should ac- 
crue. There are also some cases where 
all functions are performed but, due to 
poor reporting by the internal auditor or 
a lack of receptiveness by executives, f ul 
value of the internal auditor’s work is 
still not evident. 


INTERNAL AUDIT 
SHORTCOMINGS 


The failure of the internal audit to 
Properly fulfil the above functions ap- 
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pears to be due, in the main, to the 
factors set out below: 


1. The internal audit programme, 
usually drafted by the external 
auditors and approved by man- 
agement, is often too detailed, and 
the techniques adopted are fre- 
quently not up-to-date. 


The emphasis is so strongly on 
auditing the financial records that 
no time or thought is allowed for 
the audit and objective review of 
other departments. 

The accounting and auditing ability 
of personnel attracted to internal 
auditing sometimes seems to be 
below the necessary standard. 


Some executives (especially pro- 
duction executives) are not aware 
that the skilled internal auditor 
can be of great value in review- 
ing procedures in all departments, 
and want to restrict his activities 
to the financial audit. 


There does not appear to be any 
reason why these present-day shortcom- 
ings of the internal audit and the internal 
auditor cannot be eliminated. The Ameri- 
can Institute of Internal Auditors was 
formed in 1941 and at that time the 
audit approach of American internal 
auditors appears to have been much the 
same as that adopted in Australia today. 
Even in 1947 the Institute was saying 
“internal auditing may deal with operat- 
ing matters”. In 1957 an Institute state- 
ment made it quite clear that all opera- 
tions of the company were the assigned 
field of the internal auditor. This move- 
ment into the field of operational audit- 
ing is in addition to the audit of financial 
departments and records, and is not a 
substitute therefor. Both types of audit 
are now accepted as part of the internal 
auditor’s functions, and when internal 
auditors in Australia extend their scope 
to include operational audits they will 
begin to earn their keep. They will no 
longer be merely checkers and reviewers 
of financial records but rather reviewers 
of the efficiency and organisation of the 
whole undertaking. 











It might be opportune at this stage 
to elaborate on the four apparent short- 
comings set out above. 


1. The Internal Audit Programme. 
Obviously the internal auditor’s pro- 
gramme requires just as careful prepara- 
tion and review as that of the external 
auditor. It is important to note that the 
external auditor is solely responsible for 
the signing of the certificate on the bal- 
ance sheet and it is his statutory right 
to determine the scope of the audit on 
which he will base his opinion. Conse- 
quently it is also his right to determine 
the extent to which he will rely on the 
internal auditor’s work, and the sections 
of the audit that he will accept if done 
internally, and those that he will carry 
out himself. 


Naturally the internal audit pro- 
gramme must be approved by the external 
auditor if it is to form a part of his 
audit at all, and in most cases it is 
actually drawn up by him. Unless this 
were so there would be a definite possi- 
bility of duplication or omission of work. 
In spite of the overriding authority of 
the external auditor, the internal auditor 
should be constantly alert for improve- 
ments to the programme which will in- 
crease the efficacy of the audit or will 
save time. He may become aware of 
various cross checks or available short 
cuts that the external auditor overlooked 
when preparing the programme, and he 
should discuss these with the external 
auditor and management with a view 
to amending his programme. If the in- 
ternal auditor waits for every idea to 
come from the external auditor he will 
frequently be using an out-of-date pro- 
gramme. This is so mainly because the 
external auditor often virtually vacates 
the field of the interim audit when an 
internal auditor is appointed, and con- 
sequently he may not keep abreast with 
company developments in routine pro- 
cedures, especially if these developments 
are frequent. 

There appears to be a tendency in the 
preparation of internal audit programmes 
to include too much detailed checking. 
This is probably due to the external 
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auditor wanting a good safety margin 
and to his considering that, as the in- 
ternal auditor’s time is cheaper, he can 
check or test in greater detail. The in- 
ternal auditor can save himself a lot of 
time and his company a lot of money if, 
on finding the programme laid down to 
be very detailed, he adopts the following 
procedure:— 


(i) carry out a careful appraisal of 
the internal control in operation. 


(ii) where control is unsatisfactory, 
endeavour to have it remedied. (It 
is important that he does not 
usurp authority to do this, but 
reports to top management who 
can institute changes in the sys- 
tem. 


(iii) once control is satisfactory devise 
small test checks which will high- 
light deviations from the pro- 
cedures laid down. Where pos- 
sible make use of random samples 
and measured probability tables 
or cross checks with statistical 
data, etc. 


(iv) prepare a report and discuss his 
recommendations with manage- 
ment and the external auditors. 


An effective audit is not necessarily a 
detailed audit, and, in fact, because of 
the human reaction to large quantities of 
detailed checking, this type of audit is 
often the least effective. In auditing it 
is easy to be unable to see the wood for 
the trees. Almost without exception ex- 
ternal auditors in Australia are turning 
to modern sampling and analysis tech- 
niques to replace detailed audit pro- 
cedures, and it requires only a little 
initiative on the part of the internal 
auditor to convince them that these tech- 
niques can be used internally also. The 
resultant saving in time and the more 
dynamic approach should be sufficient 
to win management support. 


2. Operational Auditing. The pro- 
gramme of work just discussed relates 
to the financial records only. This is, 1m 
fact, as far as most internal audits go 
at present. However, the activity that 
will really convince management that the 
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Leander’s nightly swim across the Hellespont was a 

calculated risk at the best of times—it had to end in disaster. 
Financial disaster can be averted with the A.M.P.’s “W” plan. 
A capital sum, guaranteed under a standard policy, is payable, 
plus bonuses, on death or maturity. The “W” plan provides, 
in addition, an income payable for a pre-arranged 


term of years following death. 
Get your A.M.P. man to show you the “W” plan. 


AUSTRALIAN MUTUAL PROVIDENT SOCIETY 


HEAD OFFICE: 87 PITT STREET, SYDNEY 
Chairman: C.G, CRANE e General Manager: M,C, BUTTFIELD, c.m.c, 


Every A.M.P. member enjoys the unquestioned security afforded by funds exceeding £450,000,000 which the Society seeks to invest 
to the greatest benefit to members. P231E 


The Australian Accountant, October, 1960. 








ONLY AN DHNER BOOK-KEEPING MACHINE COMBINES 


ODHNER gives more 
speed and is easier to 
operate because: 


ALL FUNCTIONS ARE 
PERFORMED 
AUTOMATICALLY 


1. Only 12 figure keys and 
one motor bar simplify 
fast touch operation. 


2. All the functions are auto- 
matically controlled by a 
programme bar which 
thinks for the operator 


Commercial 
ViEYa xs 


PTY. LTD. 


MELBOURNE: SYDNEY: 
330 William St., 350 Kent Street, 
34 4681 29 6537 











speed 


WITH EASE OF OPERATION 


quality 


WITH ECONOMY 





ODHNER is 
economical in 
price and pays 

for itself within one 
year. 

ODHNER gives 
quality of both design 
and manufacture 
which has been proved 
by the test of time for 
over 80 years. 


Write or ‘phone 
for free 
demonstration 
and frial 


* All Odhner Machines are backed by an after-sales 
service that is second-to-none, and designed to 
give you continuous trouble-free operation. Our 
System Consultants are always at your disposal 
to assist your mechanised Accounting Programme. 


BRISBANE: 


ADELAIDE: 


OFFICE 
EQUIPPERS 


420 George St., PTY. LTD. 


B 8758 


144 Nth. Terrace, 
LA 5041 








PERTH: 


EDWARDS HOBART 
BUSINESS 
MACHINES 
PTY. LTD., 
Trinity Arcade, 
671 Hay Street, 


23 2127 


J. C. McPhee 
Pty. Ltd 
Also at 

Launceston. 








The Australian Accountant, October, 1960 





internal audit department is worth keep- 
ing is in the field of operational auditing. 


It is difficult to obtain a precise defini- 
tion of “operational auditing” even from 
American publications’ in which the term 
is frequently used. However, it could be 
described as a review of the effectiveness 
and method of processing paper work, 
and of carrying out management policy 
in all departments. It covers all data 
compiled for or in operating departments, 
whether it relates to financial, costing or 
statistical records. It could be carried 
out by an approach long established with 
auditors when conducting systems re- 
views, and would commence by obtain- 
ing a clear statement of top management 
policy relating to the department under 
review, and proceed by moving into the 
department and obtaining answers to 
such broad questions as: What is done? 
How is it done? When is it done? Why 
is it done? Who does it? 


After receiving satisfactory answers to 
these questions the internal auditor 
should have a clear conception of what 
the procedures are, and he would then 
carry out tests of the records to ensure 
that what he has been told happens 
does, in fact, happen. (Anybody who has 
carried out systems reviews will already 
be aware of how frequently the system 
operating differs greatly from the sys- 
tem that many people directly concerned 
believe to be operating.) 


Three more questions must now be 
considered: How effective is the system? 
What are the weaknesses? How can 
procedures be improved? 


The skilled auditor would be in a 
position to answer these questions him- 
self, and these answers would provide the 
basis for his report to top executives. He 
is not qualified to probe technical prob- 
lems (except possibly in rare cases), and 
should take care to avoid these. In addi- 
tion he should not give instructions to 
personnel to alter procedures. This is an 





1. However there is a particularly good dis- 
cussion on the operational audit by Dr. 
Robert C. Seiler in the March 1959 ‘‘Journal 
of the Institute of Internal Auditors’’ (U.S.). 
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executive prerogative, and alterations 
could not be made until alternative pro- 
cedures were fully considered in the 
light of executive policy. However, the 
auditor should not hesitate to make re- 
commendations and suggestions for im- 
provements, to company executives. In 
carrying out an operational audit and 
review such as this, the auditor would 
have performed a valuable management 
service. Naturally operational audits are 
not done and then forgotten. There 
would be continuing audits of operating 
departments. 


3. Internal Audit Personnel. The 
standard of skill required of an internal 
auditor is high, and it seems a pity 
that this staff member often occupies a 
minor place in the company hierarchy. 
Much of the blame for this must rest 
with the auditor himself. There are, of 
course, many capable internal auditors, 
but there seem to be many more who are 
lacking in requisite skill and knowledge. 
Some seem to move into this occupation 
from public accountants’ offices before 
reaching a standard sufficient to enable 
them to do anything more than check 
routine transactions. Some give the im- 
pression that they would not have “made 
the grade” in external auditing. In any 
case the professional accountant’s office 
does not give complete training for the 
occupation of internal auditing, and it 
would seem that a situation exists for 
the formation of study and discussion 
groups of internal auditors under the 
auspices of the State Divisions of the Aus- 
tralian Society of Accountants. Such 
groups could be the means of broadening 
the outlook and knowledge of members 
engaged in internal auditing, through an 
exchange of information about their 
work. Meetings of the various groups 
could be addressed by leading auditors 
so that a better appreciation of the func- 
tions of each branch of auditing could 
be obtained. It is certain that some form 
of educational stimulus is required. 


4. The Attitude of Executives. This 
factor is one that can only be dealt with 
by individual internal auditors. All execu- 
tives are keen to run an efficient and 
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profitable organisation. By showing them 
that he can materially assist in the fulfil- 
ment of this aim, the internal auditor 
will undoubtedly win their support. To 
do this the auditor will require not only 
a high degree of professional skill, but 
also personal attributes of tact, objec- 
tiveness, fairness and absolute honesty. 
In return he should be given adequate 
authority to perform his functions, and 
he should work within the framework of 
clearly defined policy. 


* * * * * * 


Obviously in a review of the subject 
of internal auditing of this length it is 
impossible to cover all points. But I 


think it has been indicated that there is 
scope for a broader approach to an 
internal audit than that adopted at pres- 
ent. To complement the external auditor’s 
work is not enough to earn for the 
internal auditor his rightful place in 
commercial activity. There has been a 
lot of emphasis over the last few years 
on “management accounting”: It seems 
opportune to give some thought to “man- 
agement auditing”. I know that some 
interna) auditors have already realised 
this and are acting accordingly, but the 
majority are not carrying out the func- 
tions that could make them an invaluable 
part of management instead of mere 
checkers of financial records. 





VALUE OF SERVICE RENDERED BY EXPORT PAYMENTS 
INSURANCE CORPORATION 


THE export payment insurance facilities 


available to Australian exporters were 
comparable in scope and benefit to those 
provided by most other countries and in some 
respects were superior, said the Commissioner 
of the Export Payments Insurance Corpora- 
tion (Mr. G. A. Hawley) who returned re- 
cently, from the 17th annual meeting of the 
Berne Union held in Seville, Spain. Delegates 
from the export credit insurance organisations 
in 17 countries, including all the major export- 
ing nations, attended the meeting. 


Many of the subjects discussed at the Berne 
Union meeting provided information which 
would be particularly useful in forming reli- 
able underwriting judgments regarding a num- 
ber of markets of special interest to Australian 
exporters. The discussions consisted of a 
review of each member's experience in and 
attitude towards various markets, considera- 
tion of the general economic outlook in the 
importing countries, and the important ques- 
tion of credit terms of payment for both con- 
sumer and capital goods. Technical under- 
writing questions were also considered. 


It was re-emphasised that Berne Union 
members, in providing cover for their export- 
ers against non-payment by foreign buyers 
for goods and services, follow the custom 
of the trade as practised internationally with 
regard to the credit terms of payment for 
various categories of goods. Credit insurance 
is granted for consumer goods which are 
generally sold on credit terms of up to 180 
days. Where credit insurance for capital goods 
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is required, Berne Union members confirmed 
their view that the maximum credit period 
after delivery for even large contracts should 
not be more than five years. 


The Conference also was of the opinion 
that reasonable commercial practice called 
for adequate down-payments before shipment 
in all cases where medium-term credits were 
covered. 


As part of the policy of keeping the Aus- 
tralian scheme abreast of those operating over- 
seas, Mr. Hawley was also able to announce 
that as from 1 July, 1960, EPIC provides 
in addition to its standard cover, indemnity 
against losses arising after shipment out of 
the rejection of goods by solvent overseas 
buyers. At the same time the waiting period 
for the payment of a claim where a solvent 
buyer fails to pay for goods accepted by him 
will be reduced from twelve to six months. 


These improvements mean that the Corpora- 
tion’s comprehensive guarantees now offer a 
substantial measure of cover against all the 
risks involved in overseas trading not normally 
covered by commercial insurers. These addi- 
tional benefits follow closely upon the in- 
creased cover on overseas political risks an- 
nounced in January this year. No increased 
premium will be charged for the additional 
cover provided. 

The Corporation is currently insuring £27 
million of business, representing a wide range 
of commodities which are being exported to 
over a hundred different overseas markets. 
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Recent Legal Decisions 


Managing Director’s Security 
of Tenure 


In most cases where a company 
appoints a managing director, there 
will be a contract of service between 
him and the company, and if he is 
wrongfully dismissed in breach of 
this agreement the usual assumption 
would be that he is entitled to 
damages for wrongful dismissal. 


Even where the Companies Acts 
authorise the company in general meeting 
to dismiss a director by ordinary resolu- 
tion (as does the Companies Act 1958 
(Vic.) in the case of a public company 
— see Section 103) express provision is 
made that dismissal under the statutory 
power is not to deprive the dismissed 
director of any claim he might have for 
damages or compensation in respect of 
the termination of his employment. On 
the face of it, therefore, it seems that 
the position of a managing director who 
holds office under a binding service 
agreement which entitles him to retain 
his office for a fixed term or to be dis- 
missed only on notice (either prescribed 
or reasonable) is reasonably secure. 


But the decision of Harman J. in the 
English case of Read v. Astoria Garage 
(Streatham) Ltd. (1952) 1 All E.R. 922 
suggested that in certain circumstances 
this security of tenure might be illusory. 
There, the articles of association, in 
providing for the appointment of a 
Managing director, added that “his 
appointment shall be automatically deter- 
mined if he cease from any cause to be 
a director or if the company in general 
meeting resolve that his tenure of the 
office of managing director or manager 
be determined”. (This is not dissimilar 
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to the appropriate article in Table A of 
the several Companies Acts). 


Harman J. held that if the articles 
were in this form when the service agree- 
ment was entered into, and the company 
subsequently resolved on the removal of 
the managing director, this automatically 
put an end to the agreement. More than 
that, the managing director would in 
such circumstances have no claim for 
breach of the agreement, as the agree- 
ment must be regarded as subject to the 
overriding provision for lawful determina- 
tion appearing in articles so framed. 


If, then, service agreement is to be 
taken as entered into on the terms of 
articles in these or similar terms, all that 
is necessary in order to remove the 
managing director is a resolution under 
the statutory power existing in both the 
English and Victorian Companies Acts 
to remove him as director; by the articles 
this means the termination of his appoint- 
ment as managing director. And since 
that agreement will then have been law- 
fully determined the company is not 
liable in damages for wrongful dismissal. 


Since Table A and the articles of many 
companies include an article in the same 
or similar terms, it follows that if this 
argument is correct many service agree- 
ments do not provide for any real 
security of tenure. 


It is true that when the Court of 
Appeal affirmed the decision of Harman 
J. it did so on rather different grounds. 
The service agreement in question was 
treated as an informal one, based merely 
on a resolution of directors not specifying 
any terms as to duration or notice; it 
had to be taken, therefore, as being made 
on the terms of the articles, and for such 
duration as the articles specified, and 
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this made it lawfully terminable by 
resolution of the company, at any time, 
removing the managing director as 
director. This view of the decision may 
have been of considerable comfort to 
those managing directors serving under 
formal service agreements, or under 
rather differently worded articles, but the 
doubt introduced by Harman J’s argu- 
ment still persisted. 


For that reason the decision of 
Diplock J. in Shindler yv. Northern 
Raincoat Co. Ltd. (1960) 2 All E.R. 
239 will be welcomed by many managing 
directors. 


In this instance, Shindler and his wife 
owned all the shares in the Northern 
Raincoat Co. They sold them to the L 
company. One of the terms of the sale 
was that Shindler was appointed 
managing director of the Northern Rain- 
coat Co. for a period of ten years at an 
annual salary of £3,000 plus a percentage 
of profits. A few months later the L 
company sold the share to the M com- 
pany. That company did not wish to 
retain Shindler’s services, and he was 
advised that his agreement would be 
terminated not later than the end of the 
following November. Towards the end 
of that month a general meeting of the 
Northern Raincoat Co. passed resolu- 
tions removing Shindler from his office 
of director and terminating his service 
agreement forthwith, “if and so far as 
the same might still be subsisting.” 


Shindler thereupon claimed damages 
for wrongful dismissal. The relevant 
clause in the company’s articles read: 
“The directors may from time to time 
appoint one or more of their number to 
the office of managing director or 
manager for such term and at such 
remuneration (whether by way of salary, 
or commission, or participation in profits, 
or partly in one way and partly in 
another) as they may think fit, and a 
director so appointed shall not, while 
holding that office, be subject to retire- 
ment by rotation, or taken into account 
in determining the rotation or retirement 
of directors; but his appointment shall 
be subject to determination ipso facto 
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if he ceases from any cause to be a 
director, or if the company in general 
meeting resolves that his tenure of the 
office of managing director or manager 
be determined.” 


The company naturally relied on the 
argument that had commended itself to 
Harman J. in Read v. Astoria Garage 
(supra). Shindler having been removed 
from office as director, he had ceased 
ipso facto to be managing director and, 
as a matter of law, could not be said to 
have been wrongfully dismissed. This 
argument, in the view of Diplock J., 
could be put in either of two ways. It 
could mean that a service agreement for 
a fixed term which does not incorporate 
the right of the company, set out in the 
article quoted, to determine the agree- 
ment in either of the circumstances there 
set out, was ultra vires. Or it could 
mean that such a service agreement must 
be treated as subject to an implied and 
overriding term that it was determinable 
in either of the circumstances there set 
out. 

Whichever view was adopted it meant, 
if it was accepted, that Shindler had no 
claim for damages for breach of the 
agreement to employ him. But the 
court did not accept it. The judge 
considered he was bound by the state- 
ment of the House of Lords in Southern 
Foundries (1926) Ltd. v. Shirlaw (1940) 
2 All E.R. 445. Although the actual 
decision in that case was a majority one, 
the law lords were unanimous in up- 
holding the principle that “if a party 
enters into an arrangement which can 
only take effect by the continuance of 
a certain existing state of circumstances, 
there is an implied engagement on his 
part that he shall do nothing of his own 
motion to put an end to that state of 
circumstances, under which alone the 
arrangement can be operative.” 


In applying that proposition to the 


facts before him Diplock J. said, 
“. . there is an implied engagement on 
the part of the defendant company that it 
will do nothing of its own motion to put 
an end to the state of circumstances which 
enables the plaintiff to continue as 
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managing director. That is to say, there 
is an implied undertaking that it will not 
revoke his appointment as a director, 
and will not resolve that his tenure of 
office be determined.” 


On the ground, therefore, that it was 
an implied term of the service agreement 
that the company would not remove 
Shindler from his office as a director and 
would not pass a resolution terminating 
his appointment as managing director, 
the court held that Shindler had been 
wrongfully dismissed, and awarded him 
damages. 


7 * + 


No Total Failure of Consideration 


In Fehlberg v. Stanton (1960) 
A.L.R. 299, the purchaser of a 
business sought, on default by the 
vendor in carrying out one of the 
stipulations in the contract of sale, 
to recover part of the purchase 
money paid as a liquidated sum on 
the ground that there had been a 
total failure of the consideration for 
which that part of the purchase 
money had been paid. 


The contract provided that the 
purchaser would purchase a_ business 
from the vendor as a going concern. The 
total purchase price was £8,137, which 
was apportioned, £2,000 for the business 
together with the goodwill and certain 
items listed in an inventory attached to 
the contract, and £6,137 for the stock. 
One of the terms of the contract was that 
the vendor would arrange, for the benefit 
of the purchaser, a three year lease of 
the premises on which the business was 
carried on, at a stated rental. 


The purchaser took over the business 
and went into occupation of the premises 
before the lease contemplated by the 
contract had been arranged, he himself 
aranging a periodic tenancy with the 
landlord. But after a little while the 
Commonwealth compulsorily acquired 
the premises in question for its own 
purposes, so that it became impossible 
for any lease of the premises to be 
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obtained on the terms contemplated by 
the contract of sale. Thereupon the 
purchaser, who had meanwhile removed 
the business to alternative premises, 
purported to treat the contract as at an 
end for the vendor’s failure to perform 
this part of the contractual obligation he 
had assumed, and sued the vendor to 
recover £2,000 as a liquidated sum repre- 
senting so much of the purchase money 
as was not attributable to the stock. He 
did not claim damages for the vendor’s 
breach — possibly because, although the 
reason does not appear from the report, 
he had not sustained any loss, or any loss 
of any consequence. 


The Supreme Court of Tasmania gave 
judgment in the purchaser’s favour — 
that is, the purchaser recovered the 
£2,000 as a liquidated amount on the 
basis that the vendor’s failure to arrange 
the lease constituted a total failure of 
the consideration for which that sum 
had been paid. 


This decision was reversed by the 
High Court. If the purchaser was to 
succeed he had to show that the trans- 
action really fell into two divisible parts 
— one for the purchase of the business, 
and the other for the purchase of the 
stock, and, perhaps, that the £2,000 was 
paid substantially for the vendor’s under- 
taking to arrange the lease. This he was 
unable to do. 


The High Court took the view that 
there was only one contract — a contract 
for the purchase of the business, together 
with the goodwill, the items listed in the 
inventory, and the stock — all as a going 
concern. So viewed, it was clear that 
the consideration for that contract did 
not fail either wholly or substantially. 
The non-fulfilment of the vendor’s under- 
taking to arrange a lease in favour of 
the purchaser was not, in the circum- 
stances, sufficiently fundamental to justify 
the purchaser’s claim to recover money 
paid on the ground that there had been 
a total failure of consideration. 
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STUDENTS’ SECTION 


Process Costing— Work in Process 


By G. N. BOWLES, B.Ec., A.A.S.A., F.C.A.A. 


Lecturer in Accounting, 
The University of New South Wales. 


N problems set for students on manu- 

facturing statements, work in process 
figures for material, labour and expense 
are always given. However, in questions 
on process costing, the value of work in 
process must be calculated from the 
following information: 


(a) costs of production 

(b) units in process at balance date 

(c) extent to which units in (b) are 

complete. 

In practice, details as in (b) and (c) may 
be difficult to obtain, and, in such case, 
would be nothing more than careful 
estimates. Intelligent costing of work in 
process is therefore essential for the pre- 
paration of accurate and informative 
financial statements. 


In many industries, where the value of 
work in process is small when compared 
to total production, opening and closing 
work in process figures are assumed 
identical for the purposes of periodic 
reports. Although this may give reason- 
able results in some cases such procedure 
is condemned as a general practice. 

For a simple illustration of the calcula- 





Completed units transferred 
Equivalent units in process 


Total Output 


Costs incurred were 
Unit cost is therefore 


tion of work in process, consider the 
following example. 

For the month of January the XY 
Manufacturing Company incurred the 
following production costs in Depart- 
ment I. 

Materials £17,000 


Labour 9,900 
Expense 12,800 


£39,700 


During the period 1,500 completed 
units were transferred and at the end of 
the month 300 units still remained in 
process. The production control depart- 
ment estimated that these 300 units 
were — 

2/3rds complete as to material costs; 

1/2 complete as to labour costs; 

1/3rd complete as to expense costs. 

For costing purposes, the 300 incomplete 
units are reduced to equivalent finished 
units — 

Material —- 300 units 2/3 complete equal 

200 complete units. 

Labour — 300 units 1/2 complete equal 150 

complete units. 

Expense — 300 units 

100 complete units. 
Total output is calculated as follows: 


1/3 complete equal 


Material Labour Expense 
1,500 1,500 1,500 
200 150 100 


1,700 1,650 1,600 


£17,000 £9,900 £12,800 
£10 £6 £8 





The unit costs as calculated, are the values to be used for both units complete and 


units in process. 


Value of units completed and transferred. 1,500 @ £24 


Work in process at end of month — 


£36,000 


Material — 200 equivalent units @ £10 
Labour — 150 , «ee 
Expense — 100 - » @ £8 
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With process cost industries, it is quite 
common to find that material costs are 
incurred early in the process, with labour 
and expense incurred at various other 
stages. Furthermore, where a product 
passes through more than one process or 
department, some costs may be incurred 
in only one particular process or depart- 
ment. 


Opening Work in Process 


The above example assumes that there 
is no work in process at the beginning 
of the period. This, of course, would 
not normally be the case. Where there 
are incomplete units in process at the 
beginning of the period, there are two 
generally accepted methods of calculating 
the unit costs. These are (1) Average 
cost and (2) F.I.F.O. 


To illustrate these two methods the 
above example is continued for the month 
of February. Work in process at the 
end of January, £3,700 becomes the 
opening work in process for February. 

During February 2,500 units were completed 
and transferred. At the end of the month 400 
units remained in process. It was estimated 
that these units were — 


Complete as to material 
Ae » » labour 
oe. 4 ss so» eXpense 


Costs incurred for the month were:— 
Material 
Labour 
Expense 


£21,200 
£18,700 
£20,800 


1. Average Costs 


Under this method the costs for the 
current period are added to the un- 
completed work brought forward from 
January. This total is divided by the 
equivalent production to give unit costs 
for February. 

Equivalent production is calculated as 
shown above. It should be noted that 
under this method, the units of opening 
work in process are excluded from the 
calculation. 


2. F.LF.O. 

Under this method the equivalent 
production of February alone, is calcu- 
lated, and divided into the costs for 
February. This approach determines the 
unit cost for each particular month. 


Although there are a total of 2,900 
units in process the actual performance 
for February differs because not all these 
units are started and completed in the 
month. 

As the opening work in process, when 
completed, contains unit costs of both 
months, the procedure to find the cost 
of units transferred, is to subtract the 





Process Cost Sheet — February 


1 — Work in process 
Additions 


Transferred out 


Feb. 28 — Work in process 


Units | Material Labour Expense 
£ £ £ £ 


2,600 
2,900 

2,500 | 20,000 
400 | 


Total 


3,700 
60,700 


64,400 
57,500 


300 | 2,000 900 800 
21,200 18,700 20,800 


23,200 19,600 21,600 
17,500 20,000 


; 3,200 2,100 1,600 6,900 





Equivalent Units Calculation 


Completed units transferred 
Plus Equivalent units in process 


Cost of production 
Unit cost 


Material Labour Expense 
£2,500 £2,500 £2,500 
400 300 200 


2,700 


2,900 


2,800 


£23,200 £19,600 £21,600 
£8 £7 £8 
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Equivalent Production (for February only) 


Total units in process 


Less Equivalent units of work in process eae cicnans 


in January . 


Expense 
2,900 


Labour 
2,900 


Material 
2,900 


150 100 





2,750 2,800 


Less Equivalent units of work in process at end of 


February still to be completed . 


Equivalent units completed . 


100(% ) 200(%) 





2,650 2,600 








Cost of production (February) 
Equivalent units 


Unit Cost 


Material Labour Expense 
£21,200 £18,700 £20,800 





2,700 2,650 2,600 





£7.85 £7.08 £8 








value of closing work in process from 
the total cost: 


Total Cost 

Less Closing work in pro- 
cess — 
Material—400 x £7.85 
Labour —300 x £7.06 
Expense—200 x £8 


£64,400 


£3,140 
2,118 
1,600 
6,858 
Cost of units transferred £57,542 

Most examination questions of this 
nature do not give any direction as to 
which of the above methods is to be 
used. In such cases the average cost 
method is the simplest one to use. 

In practice, and particularly for stock 
valuation, the average cost method is the 
most widely used. However, information 
on the first-in-first-out basis is of import- 
ance for cost control purposes. 


An alternative calculation is: 


Units started and completed during 
February (Opening work in pro- 
cess incomplete) — 

2,500 — 300 = 2,200 x £22.91 

Add 300 units incomplete as at 1 


February but completed during the 
month. 


Material — 


£50,398 


200 equivalent units at £10 .. £2,000 
100 equivalent units at £7.85 785 
Labour — 

150 equivalent units at £6 900 
150 equivalent units at £7.06 1,059 
Expense — 

100 equivalent units at £8 800 
200 equivalent units at £8 1,600 


Cost of units transferred 
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ASSISTANT STATE REGISTRAR 
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Society or those now completing the examina- 
tions of the Society. 

Duties: Assist with the administrative duties 
in connection with the examinations and mem- 
bership and to act as secretary to some of the 


committees which carry out administrative, 
educational and technical activities. 

Salary: It is envisaged that the salary will 
be commensurate with qualifications and ¢X- 
perience and will approximate £1,600 per 
annum plus superannuation benefits. 

Applications: Written applications should be 
addressed to the State President of the Society, 
37 Queen Street, Melbourne, C.1. 
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Two Complementary Works on Annual Reports 


The Function and Design of 
COMPANY 
ANNUAL REPORTS 
by Raymond J. Chambers 


Professor of Accounting, 

University of Sydney 

Much of what is here written about 
company reports applies to business 
communications generally, and to the 
reports of governmental and other 
organisations. Intelligent criticism of 
public institutions can only flow from 
informed opinion. 


ANNUAL REPORTS 
OF 
COMPANIES 


by R. Keith Yorston 
and E. Stanley Owens 


A book of practical help to those 
responsible for external reporting con- 
taining over 100 pages of coloured 
illustrations from the best Australian 
and overseas reports. 


PRICE £4/10/- 


PRICE £4/4/- 





INTERNAL CONTROL IN THE 
ADMINISTRATION OF 
LOCAL GOVERNMENT 


ALAN L. MORSE, 0.B.E. 
Fellow of: 

The Australian Society of Accountants 
The Chartered Institute of Secretaries 
The Royal Economic Society 
The Local Government Auditors Association 


With a Foreword by 
S. HAVILAND, c.B.E. 


Under Secretary, N.S.W. Department of Local Government 


The subject matter of the work is based upon the law of the State of New South 
Wales. Whilst all of this law may not have an exact parallel in each of the other 
Australian States, the work does, however, embody sound Local Government 
administrative practice and, as such, is common to all local authorities, wherever 
they may be. Because of this, it is hoped that the text will be of interest to those 
engaged in Local Government practice in all parts of Australia. 

In addition it will assist aldermen and councillors to obtain a better understanding 
of the responsibilities of their office; and the interested citizen, how his council 
functions. 

The style of presentation is both straightforward and practical. 

The price is 45/- with a special price of 40/- to councils ordering 3 or more 
copies. 


THE LAW BOOK CO. OF AUSTRALASIA PTY LTD. 


30 Adelaide Street, 
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456 Little Collins Street, 
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67-7888 


140 Phillip Street, 
SYDNEY 
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Notes From London 


KEEPING STERLING STABLE 


“The first task of the authorities is one 
of diagnosis: it consists of identifying the 
external pressures on sterling and de- 
ciding whether or not they are likely to 
be temporary and self-correcting or per- 
sistent and cumulative. In the light of 
this diagnosis the monetary authorities 
have to decide whether to reinforce or 
offset the external pressures at work, at 
what point in time they should intervene, 
and what measures they should take. The 
urgency and strength with which they 
react have to be in proportion to the 
strength of the forces of disequilibrium 
which they detect; and this is possible 
only if those forces are correctly diag- 
nosed”. (Para. 692, Report of the Com- 
mittee on the Working of the Monetary 
System, 1959, Cmd. 827 — the Radcliffe 
Report). 


In this task of diagnosing the factors 
affecting sterling in 1960, and in pre- 
scribing remedies, Her Majesty’s Govern- 
ment has received voluminous advice 
from all quarters and has so far judged 
it necessary to impose some restraint on 
the economy, with both external and in- 
ternal problems in mind. The raising of 
bank rate to 6 per cent. has demonstrated 
the ability of a high interest rate to draw 
sufficient funds to London to cover up a 
deficit in the United Kingdom’s trade 
accounts, especially while other countries, 
notably the United States, western Ger- 
many and Switzerland are purposely dis- 
couraging further inflows of funds. But 
no one in London, in possession of all the 
facts, is under any illusion as to the 
dangers that could quickly confront the 
Bank of England in its long and deter- 
mined effort to maintain the standing of 
sterling. 


This is not to say that sterling’s posi- 
tion is anything like it was in those dark 
days after the Second World War when 
only generous aid from America saved 
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By G. D. McCoLt. 


not only sterling but many other curren- 
cies in Europe. This aid gradually made 
it possible for Europe and the Sterling 
Area to recover their wartime losses until, 
at the end of 1958, they reached their 
much-prized and long-awaited goal of 
convertibility; at last they were able to do 
away with all the restrictions that had so 
long been necessary against the use of 
their currencies for buying American 
dollars, Swiss francs, and a few other 
currencies which had remained strong 
since 1939. 


This virtual freedom to use sterling for 
the purchase of any other currency (and 
therefore for the purchase of goods any- 
where in the world) means that the 
authorities now have no direct control 
over what the holders of sterling do with 
it; their reluctance to again impose these 
types of restrictions, that is to limit the 
convertibility of sterling, is confirmed by 
the Radcliffe Committee. It is in keeping 
with the general move towards freer 
trade and the elimination of restrictions 
on international trade, a trend which very 
few people or countries will want to 
interrupt. (Strictly speaking there are 
some restrictions still on the use of ster- 
ling by residents of the Sterling Area, and 
for capital transactions, but for all prac- 
tical purposes, its use is not restricted). 


Insufficient Reserves 


All the improvement which has taken 
place has not removed the fundamental 
weakness of sterling: the low level of 
reserves held against liabilities, especially 
when these reserves are compared with 
the amount of trade financed by sterling. 
According to figures published by the 
Central Statistical Office in Economic 
Trends for August, 1960, the gold and 
convertible currency reserves held at the 
end of June amounted to £1,070 millions. 
Against this, the overseas holdings of ster- 
ling were four times greater, and com- 
prised: 
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£ million 
U.K. Colonies 874 
Rest of Sterling Area 1,800 


Total Sterling Area 2,674 
Other countries 940 
Non-territorial organisations 661 


Total 4,275 


This means that, if all the holders of 
these balances wanted to use them at the 
same time, the Bank of England could 
meet only one-quarter of the claims. 
However, it must be remembered that the 
authorities hold other less marketable 
assets, and that banking, insurance and 
commercial organisations hold substantial 
working balances abroad which could be 
mobilised in a crisis. In addition, the 
United Kingdom’s drawing rights in the 
International Monetary Fund could be 
exercised in an emergency, or a standby 
arrangement made as at the time of the 
Suez crisis. 


Nevertheless it is obvious that the con- 
tinued stability of sterling depends to a 
great extent on whether or not the holders 
of sterling balances in London are likely 
to call on them to such an extent as to 
embarrass the reserves. In turn this de- 
pends considerably on the holders having 
confidence in the management of the 
Bank of England. The components of 
these balances have altered considerably 
since the war, after which countries like 
India and Egypt had large balances which 
they have since spent. The balances of 
the colonies are to some extent controll- 
able in London, but with more and more 
of them becoming independent and all of 
them requiring great sums for their own 
development, it is generally felt that they 
will tend to reduce their balances in 
London and may place some strain on 
the system. On the other hand, the other 
members of the Sterling Area (Australia 
included) apparently hold little more 
than a reasonable minimum in sterling, 
and the Radcliffe Committee accepted the 
view of the Bank of England that “no 
great fall in the aggregate holdings of this 
group need be looked for, given the con- 
tinuance of reasonably prosperous inter- 
national trading conditions”. 
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The balances held by other countries 
clearly depend very much on the con- 
fidence they have in sterling’s stability, 
Any suggestion of instability sends a great 
part of the balances scurrying away to 
safer places, like Frankfurt, New York or 
Zurich. That the necessary confidence 
exists at the present time is demonstrated 
by the increasing foreign balances in 
London, attracted by the higher bank 
rate. According to Economic Trends 
these balances have risen continuously 
since the end of June 1959, as follows: 


£ million 


June 1959 730 
September 1959 766 
December 1959 803 
March 1960 _ 822 
June 1960 940 


While the West German and Swiss 
governments are striving to prevent fur- 
ther inflows of funds, and the American 
authorities have reduced rates of interest 
for internal reasons, London feels the 
benefit of the funds attracted there by the 
6 per cent. bank rate; but the United 
Kingdom could be seriously embarrassed 
if the flow was reversed. 


Maintaining Overseas Investment 


It is this inflow of funds which has 
cushioned the reserves at a time when the 
United Kingdom’s balance of trade is 
causing considerable concern to the whole 
country, exhortations to increase exports 
coming from every quarter, from the 
Prime Minister downwards. In the new 
conditions of convertibility, with the 
authorities reluctant to impose any direct 
controls to stem the rising flow of im- 
ports, only an increase in exports can 
keep the external accounts balanced. 


In fact the United Kingdom tries to do 
more than balance its current account— 
the amount it receives for the sale of goods 
and services and the amount it pays for 
the goods and services it needs. It is 
trying to maintain its traditional role in 
exporting long-term capital to the younger 
countries, especially those in the Com- 
monwealth; this it can only achieve by 
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exporting more than it imports. This 
policy has not gone unquestioned. 
Several prominent economists have sug- 
gested that it is foolish for Britain to 
attempt to continue exporting capital 
when she needs it herself to build up her 
supply of capital goods. They argue that 
it is especially foolish to continue ex- 
porting capital to countries like Aus- 
tralia which already enjoy a higher stan- 
dard of living than she herself does. But 
the Radcliffe Committee could not ac- 
cept this argument, and observed that 
“no one could foretell in advance the 
precise outcome of the initial restriction 
on the export of capital; and there would 
certainly be no automatic gain to the 
reserves equal to the fall in overseas in- 
vestment”. The committee felt that there 
is a case for the U.K. itself borrowing 
abroad to sustain its lending if its trade 
balance does not permit it to do so. 


Figures produced in the Report show 
that Britain’s surplus on current account 
from 1949 to 1958 amounted to £1,415 
millions, while net long-term investment 
in that period was estimated to exceed 
£1,600 millions; the difference was ap- 
parently made up from grants and gifts 
to Britain and from net borrowings from 
international organisations. Treasury 
witnesses told the Committee that they 
were inclined to assume that a surplus on 
current account averaging about £450 
millions a year would be available in the 
sixties to make for a larger volume of 
long-term investment abroad, as well as 
improving the ratio between reserves and 
liabilities. How far short of this target 
the balance is at present is demonstrated 
by the figures for trade during 1959 and 
1960. 


Imports Grow 


The position was very favourable in 
1958, when the current surplus was £349 
millions; but in 1959 the surplus fell to 
only £145 millions, which was insufficient 
to cover the outflow of capital. In fact the 
amount required for capital items in 1959 
was £548 millions, which included 


several special items such as repayments 
to the I.M.F. and the increase in Britain’s 
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I.M.F. quota. This meant that the re- 
serves fell by £403 millions so far as 
Britain was concerned, but those of the 
whole of the sterling area fared much 
better, mainly because the rest of the 
sterling area was increasing its reserves 
to a considerable extent. This in turn 
resulted from increased sales of raw 
materials, especially to non-sterling coun- 
tries. 


So far as Britain is concerned it was 
hoped that the newer and higher level of 
imports which followed the removal of 
controls at the end of 1958 would be 
matched by increasing exports. To some 
extent this happened; but the additional 
imports of raw materials, believed to be 
mainly the result of stock-building, did 
not level off as soon as expected, and 
there has been a considerable rise in the 
imports of manufactured goods now that 
Britons can virtually buy where they 
please. Moreover, exports have not risen 
to the extxent hoped for, despite the out- 
standing performance of the motor car 
industry in selling in America, a phase 
which seems to be passing with the in- 
troduction of smaller cars by American 
manufacturers. The appeals to more 
British firms to interest themselves in ex- 
porting have followed the realisation that 
all is not well on the export front. The 
general feeling seems to be that many 
firms have made a very great contribu- 
tion to exports but that these have been 
too few and there are many who have 
done very little. 


With the rest of the Sterling Area 
holding such big reserves in London it is, 
of course, of vital importance to Britain 
that she should retain and if possible 
improve her traditional trading partner- 
ship with those countries. If sterling 
balances are spent in Britain, the reserves 
do not suffer (provided, of course, that 
Britons do not, in turn, buy outside the 
Sterling Area; in general the supply of 
goods is probably sufficient to meet the 
demand at present). But if the rest of 
the Sterling Area draws on its London 
balances to buy goods elsewhere, and does 
not simultaneously earn more foreign ex- 
change, the underlying weakness of the 
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British trade balance would be aggravated 
by an outflow of funds from London. 
Any suggestion that this was leading to 
difficulties for sterling would quickly 
cause a diminution of other funds held in 
London, especially by foreign countries 
and nationals. 


While, therefore, the British govern- 
ment can take steps to increase Britain’s 
exports, or at least impress the necessity 
of doing so on Britons in general, it is 
morally committed, along with many 
other countries, not to arbitrarily impose 
new import controls. It can only hope 


that the rest of the Sterling Area does 
not buy too much from foreign countries; 
at all costs it must maintain confidence in 
stability. 


The Radcliffe Committee reminded the 
country of its dependence on transactions 
with other countries and of the limitations 
this imposes. “These limitations are 


particularly evident in a country where 
more than one worker in three in manu- 
facturing industry is producing against 
orders from abroad and four shillings out 
of every pound spent by consumers goes 
on imported goods and services”. 





BOOK REVIEW 


Business Experience with Electronic Com- 
puters — Controllers Institute Research 
Foundation Inc. 1959, p. 191. 


Those who attended the Asian and Pacific 
Accounting Convention were provided with a 
summary of this recent research study of the 
Controllers Institute. It draws on the ex- 
perience of the hundred-odd American com- 
panies who were pioneers in the use of elec- 
tronic equipment and, according to the fore- 
word, is “aimed principally at those who have 
been assigned responsibility for making the 
initial decision and for the planning, super- 
vision, control and ultimate success of the 
electronic program itself.” 

“Making the Decision” is the title of the 
first part of the book. This section indicates 
the ideal composition of the study group, an 
evaluation of possible reasons for conversion, 
selection of the work to be processed and the 
criteria relevant to the selection of the equip- 
ment. The next two parts of the book deal 
with “Preparing For and Introducing Elec- 
tronic Equipment.” 

Part II has to do with “Company Education 
and the Programming Group”. It comes to 
the conclusion that smooth and rapid progress 
with the installation depends on (1) provid- 
ing a proper orientation in E.D.P. in general 
and the company’s electronics programme in 
particular to those in the company whose 
interest, understanding and co- operation will 
be so essential to the programme’s success, 
and (2) recruiting and training a program- 
ming group whose size and quality will be 
equal to the demands placed on it. 

Part III is, of necessity, a shade more tech- 
nical in that it deals with “Development of 
the Applications and Conversion from Prior 
Methods.” This chapter covers such matters 
as defining the scope of the first application, 
establishing an operating plan and programme 
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time-table, working methods, coding tech- 
niques, control, changes in clerical procedures 
and organization, programme debugging, test- 
ing and parallel operating during conversion. 

The remaining parts of the book deal with 
the place of the E.D.P. machine centre in the 
company organization structure and operating 
problems relating to programme maintenance 
and revision and relations with the manufac- 
turer. 

The book concludes with a discussion of 
some unresolved problems and with some 
thoughts on the next five years. Among its 
predictions is one which accountants should 
heed. It is the forecast that an increasing 
number of E.D.P. departments will be estab- 
lished for the joint handling of both com- 
mercial and engineering applications. 

This book is not concerned with engineer- 
ing aspects of electronic equipment or with 
costs and methods employed in the products 
of the various manufacturers. A general tech- 
nical knowledge of electronic computers is all 
that is necessary to benefit from the reading 
of this book. Anyone likely to be associated 
with the costly installation of electronic equip- 
ment would be foolish to ignore this con- 
venient summary of the experience of s0 
many large companies. 

But this book should command a much 
wider audience. It is concerned with the 
methods of making a feasibility study and 
with the implementation of a programme. 
Such studies are not peculiar to the instal- 
lation of electronic computers. They are 
necessary with the introduction of punched 
cards and accounting machines. Some of the 
most important problems involved are in the 
area of human relations and administrative 
procedure. Such matters are well covered in 
this book. They are discussed in a very practi- 
cal manner and should provide interesting 
reading for all accountants. 

W. J. Stewart. 
D. S. 
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Friden 


Fully automatic 
calculator 


NEW Friden model SBT has touch-one- 
key simplicity you'll be amazed to 
see. Automatic chain multiplier, 
accumulator of individual extensions, 
exclusive fully automatic multiplica- 
tion. 

Friden’s “brighter” calculators save 
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Current Problems Discussed in 


Overseas Journals 


Notes prepared by the teaching staff of the Department 
of Accounting in the University of Melbourne. 


Accounting Reports 


Develop a receptive climate; follow the 
lines of responsibility; clarify the needs of 
management; operator participation; 
direct at the level with authority to act: 
attention to these principles will provide 
up-to-date, centralized, and clear reports 
for better management control. This is 
the subject of an article, “Making Re- 
ports Truly Current” by Alex G. Rankin 
in The Controller, June. 


Accounting Theory 


Professor V. E. Odmark, in an article 
entitled “Current Challenges to Account- 
ing Principles”, Accounting Review, 
April, examines the extent to which 
American companies have departed from 
the basis of strict historical cost for their 
accounting. He suggests that attempts 
to incorporate even some elements of 
current value in the accounts demon- 
strates dissatisfaction with the historical 
cost basis of accounting, and indicates 
lines of thought which may promote a 
reasonable solution of the problem. 
Auditing 

Leopold A. Bernstein, “Over-all 
Checks in Auditing”, The Journal of 
Accountancy, June, advocates the use by 
auditors of balance sheet and revenue 
statement ratios, unit cost comparisons, 
variance analyses and funds statements 
as instruments of auditing. The use of 
such over-all checks, he states, gives the 
auditor a broad view of the client’s 
changing financial circumstances, pro- 
vides the insight necessary to give the 
client the full benefit of the auditor’s 
training and experience, and often re- 
duces detail checking and thus saves 
audit time. 


The same issue contains an article on 
“The Auditor and E.D.P.” in which 


The Australian Accountant, October, 1960. 


Arthur B. Toan, Jr., avers that the spread 
of electronic data processing offers the 
auditor an opportunity to make his own 
procedures more efficient. With an in- 
creasing amount of initiating and pro- 
cessing of accounting work being done 
by computers, the auditor should not 
assume that he can remain unconcerned 
with the work done within the data pro- 
cessing system itself. Computer pro- 
grammes may be used effectively in 
testing internal control, while auditing by 
exception becomes more practicable 
where it is possible to develop quantita- 
tive criteria. 


Controllership 


“Today’s Challenges to the Controller” 
are discussed by Dudley E. Browne in 
The Controller, June. Among the chal- 
lenges are self-preparation, standardiza- 
tion of financial accounting methods and 
better measurements of productivity. 


Costing 


The N.A.A. Bulletin, June, publishes 
Accounting Practice Report No. 10 en- 
titled “Separating and Using Costs as 
Fixed and Variable”. This report is 
based on fifty-eight descriptions of cur- 
rent practice in the field. 


Credit Control 


“Credit Control” is the subject of an 
article by R. G. H. Nelson in The 
Accountant, 11 June. This article, one of 
a series on “How to Control Costs”. 
discusses means of minimizing delay at 
each stage of processing customers’ 
orders from the point of receipt to that 
of collection of the debt. 


Electronic Data Processing 


“Computer Notes”, Accountants’ 
Journal (U.K.) June, report the installa- 
tion of a Leo Mark II by the Ford Motor 
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Company Ltd. of England for the speci- 
fic purpose of controlling the sale of 
spare parts. Over five million order 
items per annum are handled by the 
spare parts depot, the operations of 
which are greatly facilitated by the use 
of the computer which, amongst other 
services, provides each morning an up- 
to-date record of the stock of each of the 
46,000 parts in the catalogue. 


In the same journal appears a report 
of a new approach to administration of 
insurance activities. The Commercial 
Union Group of Assurance Companies 
are installing an English Electric K.D.P. 
10 data processing system at a centre 
which will receive transaction data by 
land line daily from offices and maintain 
in this central establishment the files for 
more than five million policies. 


An item entitled “Embezzlement by 
Computer” in The Journal of Account- 
ancy, April, reports an embezzlement by 
a vice-president of an American broker- 
age firm. He inserted punched cards in 
the appropriate card decks and caused 
the firm’s computer to transfer amounts 
from the margin interest income account 
of the company to the trading accounts 
of himself and his wife. 


Inter-firm Comparisons 


A. Kershaw, “Successful Inter-firm 
Comparisons”, The Cost Accountant, 
June, reviews the benefits which can be 
obtained from schemes of inter-firm 
comparisons, and explains the difficulties 
of launching such schemes. He des- 
cribes the setting-up and operations of a 
scheme covering firms in the hosiery 
industry in England. 


Methods Study 


Methods-time measurement is gaining 
recognition as an effective tool of manage- 
ment for the control of costs. J. M. 
Hughes, “Operation Costing and Control 
with Methods-Time Measurement”, Cost 
and Management, June, illustrates the 
technique of methods-time measurement 
and discusses its costing implications. 
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Published Accounts 


In an article entitled “Statements 
Supplementary to the Annual Accounts 
of Companies”, appearing in the Accoun- 
tants’ Journal (U.K.), June, Frank H. 
Jones suggests that company reports 
published in accordance with the require- 
ments of the Companies Act are “too 
comprehensive and technical for the vast 
majority of shareholders” and suggests 
the issue of supplementary reports show- 
ing digests of the information in the 
statutory reports. Several examples 
currently published in U.K. are given as 
illustrations. 


Return-on-Investment 


The N.A.A. Bulletin, June, presents 
eleven separate papers on “Capital Out- 
lay Evaluations and Other Aspects of 
Return-on-Investment”. The use of 
return-on-investment which receives 
major attention is for the evaluation and 
ranking of capital outlay proposals, and 
a number of the authors emphasize the 
superiority of the discounted-cash-flow 
method of measuring return-on-invest- 
ment for this purpose. One article, by 
R. J. Donachie, clearly explains the 
procedure involved in the calculation of 
the rate of return by the discounted- 
cash-flow method, whilst another author, 
J. H. Miller, presents the results of a 
survey of 127 companies as to the appli- 
cation of return-on-investment procedures 
and the methods of calculation of the 
rate of return. A useful bibliography on 
return-on-investment is also presented. 





Addresses of Journals referred to in these notes 
Accounting Review—218 David Kinley Hall, 
University of Illinois, Urbana, Illinois. 
The Accountant—27 Basinghall St., London, 

E.C.2. 


Cost and Management—31 Walnut St., South, 
Hamilton, Ontario, Canada. 

The Journal of Accountancy—270 Madison Ave., 
New York 16, N.Y. 


N.A.A. Bulletin—505 Park Avenue, New York 
— wee 


The Cost Accountant—63 Portland Place, 
London, W.1. 

The Controller—2 Park Av., New York 16, N.Y. 

The Accountants’ Journal. (U.K.)—22 Bedford 
Square, London, W.C.1. 
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Costing 


The installation of a programme of 
cost control in a gas company is de- 
scribed by H. D. Cunningham in “A 
Cost Control Program in a Public Utility” 
in the N.A.A. Bulletin for April. 


“Costing for the Retail Trades” is the 
tile of an article by Kenneth S. Most 
in The Accountant, 16 April. After dis- 
cussing some of the difficulties in the way 
of producing satisfactory departmental 
operating statements to serve as a basis 
for policy decisions, the author makes a 
number of suggestions relating to stock- 
taking, cost percentages and clasifica- 
tion of expenses, the application of which 
would provide means of exercising cost 
control for retail stores. 


A contributor to The Accountant, 9 
April, writing on “Construction Con- 
tract Costs”, outlines a method of ap- 
plying cost control procedures to large 
building contracts by means of “costing 
by commitment” rather than by the use 
of historical costing. 


Operations Research 


Robert M. Trueblood, in an article 
in The Journal of Accountancy, May, 
entitled “Operations Research — A 
Challenge to Accounting”, argues that 
the field of operations research, that is, 
the scientific approach to management 
problems, offers to accountants an oppor- 
tunity to improve the services they can 
provide. He sees a danger that if ac- 
countants do not avail themselves of this 
opportunity, the significance of their role 
in society may steadily diminish. 


Public Accounting 


“Clients’ Time Records” is the subject 
of a short article appearing in The 
Accountant, 14th May, in which a system 
is described whereby hand-written records 
of clients’ time cards are prepared 
simultaneously with a combined proof 
Sheet and fees journal. It is claimed 
that the method is simple and effective 
_ easily learned by a practitioner’s 
Staff. 
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NEW BOOKS 


Recent additions to the Society’s Central 
Library, Melbourne. Requests for books 
should be made through Divisional libraries. 


techniques of 
William H. 
483 pp. 

C. M. 
London, 


Administrative action: the 
organization and management. 
Newman. London, Pitman, 1958. 


Charlesworth’s Mercantile law, 9th ed. 
Schmitthoff and D. A. G. Starre. 
Stevens, 1960. 355 pp. 


Commonwealth income tax law and practice, 
6th ed. J. A. L. Gunn. Sydney, Butter- 
worth, 1960. 1832 pp. 


Control of public expenditure; financial com- 
mittees of the House of Commons. Basil 
Chubb. Oxfora, Clarendon Press, 1952. 
291 pp. 

The economic development of Communist 
China. T. J. Hughes and D. E. T. Lwuard. 
London, O.U.P., 1959. 223 pp. 

The economics of money. A. C. L. Day. 
London, O.U.P., 1959. 248 pp. 

The government of the Australian states. S. 
R. Davis ed. London, Longmans, 1960. 
746 pp. 

Introduction to company law in New Zealand, 
4th ed. J. F. Northey. Wellington, Butter- 
worth, 1960. 365 pp. 

Management in the industrial world: an inter- 
national analysis. Frederick Harbison. New 
York, McGraw-Hill, 1959. 413 pp. 

Social mobility in industrial society. S. M. 
Lipset and R. Bendix. Lonaon, Heinemann, 
1960. 309 pp. 

Spicer and Pegler’s practical auditing, 12th ed. 
W. W. Bigg. London, H.F.L., 1959. 514 pp. 

Statistical forecasting for inventory control. 
Robert G. Brown. New York, McGraw- 
Hill, 1959. 232 pp. 

Technique and practice of costing for the 
rubber manufacturing industry, 2nd_ ed. 
Federation of British Rubber and Allied 
Manufacturers. London, 1959. 66 pp. 

Work study. R. M. Currie. London, Pitman, 
1960. 232 pp. 

Spicer and Pegler’s practical book-keeping and 
commercial knowledge, 10th ed. W. W. 
Bigg and others. London, H.F.L., 1958. 
471 pp. 

Standard costing. J. Batty. London, McDonald 
and Evans, 1960. 340 pp. 

Statistics as applied to accounting data. 
Yorston. Sydney, Law Book Co., 
166 pp. 

Underhill’s law relating to trusts and trustees, 
11th ed. C. M. White and M. M. Wells, 
ed. London, Butterworth, 1959. 617 pp. 

Wills, probate and administration. London, 
Sweet and Maxwell, 1959. 294 pp. 


R. K. 
1959. 
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Tyerman, G. E.; Vaughan, F. A.; Vidal, J. H. 

Advanced to Fellow: Haynes, A. N.; Wright, 

. M. 


Boulton, P. D.; 


Removed from Register—Deceased: Everett, 

G. D.; Frost, G. W. 
QUEENSLAND 

Associates: Brown, K. McG.; Gay, K. 

Removed from Register—Deceased: Phillips, 
D. M. Resigned: McLellan, A.; Schaffer, S. E.; 
Williams, J. E. 

SOUTH AUSTRALIA 
Associates: McDonald, W. D.; Wing. R. Y. 
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WESTERN AUSTRALIA 
Provisional Associates: Kandiah, S.; Neoh, 
C. K.; Taylor, R. B.; Whittome, R. J. L. 
Associates: Bober, A. E.; Murray, J. W.; 
McCarthy, L. A. E.; Phillips, W. J.; Thunder, 
P. W.; Yoong, S. K.; Westlake, D. M. 


__— ¢ — 


Australasian Institute of Cost 


Accountants 
VICTORIA 

Provisional Associates: Badge, L. G.; Bold, 
P. A.; Hardwick, F. J.; Howroyd, D. J.; West, 
L. E.; Zsolnai, K. 

Associates: Bowlen, J. E. J.; Cooper, K. R.; 
Dwyer, R. J.; Hoffmann, K.; Mildner, B. A.; 
McLennan, J. W.; Robson, K. J.; Snibson, 
A. G.; Warner, J. R.; Wilson, N. J.; Yelland, 
K. E. 

Advanced to Associate: Coombs, J. A. 
Advanced to Fellow: Wright, K. E. 
Removed from Register—Resigned: Swain, 


NEW SOUTH WALES 

Provisional Associates: Aikman, C. B,; 
Cassar, J. G.; Mayers, T. J.; Mullins, F. A.; 
Stewart, S. W. 

Associates: Brown, N.; Cam, R. A.; Canty, 
L. A.; Forrester, K. D.; Griffiths, G. A,; 
Hardman, D. A. T.; Kelso, S. J.; Moorhouse, 
E. A.; Murphy, H. A.; Orrock, D. C.; Taylor, 
N. J.; Wagener, W. H.; Walker, B. J.; Williams, 


E. R. 
QUEENSLAND 


Provisional Associates: Cressey, J. E.; 
Frederiks, C.; Meredith, G. G.; Monro, A. J.; 
Newman, D. C.; Pittard, J. F.; Sanderson, 


Associates: Curtin, M. P.; Graham, A. J.; 
Hiskens, A. G. V.; Spring, H. 

Advanced to Associate: De Nooy, Z. 

Removed from Register—Resigned: Coates, 


WESTERN AUSTRALIA 


Associate: Putnin, B. 
Advanced to Associate: Wheatley, V. C. 


SOUTH AUSTRALIA 
Asseuv:iate: Rowe, J. W. 
Advanced to Fellow: Hoad, S. A. 
Removed from Register—Deceased: Middle- 


ton, A. P. 
OVERSEAS 
Provisional Associates. Gannaway, A. G.: 
Morison, B. C.; McColl, G. D.; Sihsobhon, A.; 


Yeo, K. C. 
Advanced to Fellow: MacDonnell, J. B. 





CORRECTION: In the Victorian section of 
the Register of Members published in the 
September issue, the names of three persons, 
Messrs. A. F. Frewin, F. H. Lucas and L. 
O’Rourke removed from the_ register, were 
incorrectly listed as deceased, owing to 4 
typographical transposition. We regret the 
error and offer our apologies to the three per- 
sons concerned. 
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NEWS AND NOTES 


Australian Society of 
Accountants 
VICTORIA 


Annual Research Lecture 

The twenty-first annual research lecture was 
delivered by Dr. ~ . Johnston, LL.M., 
B.Com.(N.Z.), Ph.D.(Cantab.), F.A.S.A., at 
the Commerce Theatre, University of Mel- 
bourne on 20 September. 

The subject was “The Role of Financial 
Reporting in a Partially Controlled Economy”. 

Dr. Johnston stated that company law (from 
which stems law and practice relating to 
published financial reports) in its origin a 
century ago was a definite instrument of 
economic policy in an era of laissez faire. 
He suggested that our economies are no longer 
of the type envisaged when company law was 
first introduced. They are now partially con- 
trolled, firstly in the sense that governments, 
for social and economic reasons, directly con- 
trol the activities of individuals and firms in 
various ways and, secondly, in the sense that 
by government decree and through agreements 
between firms and by the development of 
monopoly conditions, the normal social con- 
trol of competition has been wholly or par- 
tially removed but not effectively replaced. 

In developing his thesis, he considered 
whether the traditional approach to published 
financial reports based solely on the distinc- 
tion between public and proprietary companies 
should be abandoned, and an attempt made 
to group businesses according to their eco- 
nomic characteristics examining for each 
group, the public and private interests which 
may call for the publication of financial re- 
ports. 

The role of financial reports as a form of 
external control in our partially controlled 
yet still free enterprise economy was con- 
sidered. 

Professor W. Prest was chairman of the 
function and in moving the vote of thanks to 
Dr. Johnston, he made some interesting com- 
ments on certain aspects of the lecture. The 
members of the Executive Committee of 
General Council were present at the lecture 
and the president of the Society, Mr. W. P. 
Henson, seconded the vote of thanks. The 
State president, Mr. C. K. Davies, moved the 
vote of thanks to Professor Prest for his 
chairmanship. 


Monthly Luncheon 


On 13 September, the Chief Commissioner 
of Police, Mr. S. H. W. C. Porter, spoke to 
160 members at the Victoria Banquet Hall on 
the subject of “Youth Welfare”. Mr. Porter 
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said that today’s youth had the potential to 
become either outstanding citizens or out- 
standing criminals. Although many young 
policemen were being trained as youth 
leaders, policemen could not take over the 
responsibility of parents, churches and schools 
in training youth. 

Mr. Porter drew attention to the fact that 
Australia spent 1.8 per cent of its national 
income on education compared to 10 per 
cent in the Soviet Union, 5 per cent in the 
United States and 4 per cent in Britain. He 
expressed regret that National Service had been 
abolished as it had proved a steadying in- 
fluence on youth. 

Youth clubs played an important part in 
shaping the character of today’s young men 
but unless they were efficiently organised they 
were practically useless. Parental guidance 
and the influence of school teachers and church 
leaders very largely determined how our young 
men and women developed as citizens. 

Mr. C. K. Davies (State president), who 
was chairman of the function, thanked Mr 
Porter for his interesting address. 


Financing from Internal Resources 


A lecture, open to members and the public, 
was delivered on the above topic by Mr. 
V. L. Gole, F.A.S.A., at the Bankers’ In- 
stitute auditorium on 14 September. In in- 
troducing his subject, the speaker outlined the 
sources of capital available to expanding com- 
panies and stressed, in particular, the increas- 
ing proportion of capital provided by internal 
financing. The pitfalls of short-term financing 
and the importance of correctly judging the 
appropriate method of financing were also 
considered. 

Other matters discussed were the ineffective 
use and dissipation of funds, the impact of 
taxation, dividends and reserves policy and 
the particular problems of proprietary com- 
panies. 

A discussion period followed the address 
and Mr. Gole was thanked by the chairman 
of the meeting, Mr. H. P. Bowyer, a Divisional 
councillor. 

Sporting Activities 

The maximum registrations have been re- 
ceived for the golf day on 15 November at 
Royal Melbourne and the bowls evening on 
13 December at the Brighton Bowling Club 
However, the possibility of some cancellations 
is always present and members interested in 
taking part who have not yet registered should 
telephone the State Registrar (No. 62-5861) 


Library Bulletins 

A further bulletin giving references in the 
Society’s central library to the subject “Direct 
Costing” has been issued and is available 
from the librarian (Miss A. Dawes) as are 
previous bulletins on government accounting 
and the practice of public accounting. 





Government Accountants’ Group 


Members in governmental and_ semi- 
governmental occupations have been meeting 
regularly during the year usually at a fixed 
date each month in the early evening. Some 
of the groups have vacancies from time to 
time and members interested in joining are 
asked to write to the State Registrar. A 
summary of the activities of the groups fol- 
lows: 

Group A studies statistical approach to the 
audit of Commonwealth, State and public 
utilities. Earlier meetings comprised lectures 
and general discussion of statistical sampling 
and its possible application to auditing. More 
recently, however, under its chairman, Mr. 
J. F. Fincher of the Commonwealth Audit 
Office, the feasibility of the adoption of 
statistical sampling to particular audit checks 
has been discussed and a number of audit 
checks have been listed for future discussion. 
One member of the group has undertaken to 
prepare a case study showing the activities of 
a typical government department and this will 
be used to examine possible applications of 
sampling techniques. 


Group B studies the application of internal 
auditing to government accounting. Under 
the chairmanship of Mr. E. Tonkin, of the 
Melbourne City Council, this group has studied 
established internal audit programmes and 
has made a detailed study of the various 
sections of office work which come within 
the scope of the audit. At the outset, the 
group decided that an internal audit should be 
carried out in every department or organisation 
whether governmental, semi-governmental or 
municipal and that the internal auditor should 
have access to, and be responsible to top 
management. The group has not attempted to 
define the scope of the internal audit at this 
juncture, it being considered a matter for 
determination by the management with regard 
to its own requirements and those of the 
existing auditor. This matter will probably 
receive further consideration when the group 
is preparing its report which is expected to 
be a document of considerable interest to all 
accountants. 


Group D studies stores accounting and 
ventories. A number of aspects of stores 
accounting have received attention at monthly 
meetings and recently particular attention has 
been directed to inspection of stores on re- 
ceipt; the various methods of certification of 
accounts payable for purchase of stores; nomen- 
clature and coding and the desirability of 
uniformity in stores’ vocabularies; and the 
accountability and recording of stores in use. 
Matters of particular interest which have 
arisen during the discussions include the opera- 
tion of the Department of Works “model” 
stores at Canberra, and the “A.B.C.” universal 
stock coding system. The chairman of the 
group is Mr. G. E. Liney of the State Audit 
Office. Members of the group, as a special 
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activity in August, visited the State Electricity 
Commission's establishment in Melbourne to 
inspect the stores recording system which is 
kept on I.B.M. punched cards with the use of 
type 604 calculators. 

Group H studies electronic data processing 
applied to governmental and public utility 
accounts. This group, under the chairmanship 
of Mr. G. A. Woodward, of the Common- 
wealth Public Service Inspectors’ office, de- 
cided to break up into a number of sub-groups 
to study specific aspects, namely audit, payroll, 
stores applications and equipment evaluation. 
The procedure followed by the sub-group on 
auditing is for each member to prepare notes 
on particular auditing aspects appearing in 
current journals for discussion at meetings, 
following which the conclusions are documen- 
ted to form the basis of a paper which it is 
hoped to produce on the audit requirements of 
an E.D.P. system. 

Payroll procedures in conjunction with 
E.D.P. are being studied by a sub-group and 
intensive study has been given to the payroll 
procedure as outlined by a representative of 
International Computors and Tabulators Aus- 
tralia Pty. Ltd. In addition, a close study has 
been made of the United Kingdom’s Depart- 
ment of Scientific and Industrial Research 
publication, “Wage Accounting by Electronic 
Computor”, which is available in the Society's 
Library. 

The other two sub-groups are formulating 
their programmes of study. 

Group K_ studies scope for management 
accounting reports within government depart- 
ments. Early in the year this group, under the 
chairmanship of Mr. C. A. Nettle, a Deputy 
Commissioner of the Repatriation Department, 
completed consideration of data obtained from 
representative public utilities and a report pre- 
pared by a sub-committee on the general 
principles embodied. In May, a number of 
State and Commonwealth departments were 
asked for their co-operation in supplying to 
the group particulars of the management ac- 
counting reports in existence in the department 
and their use. Favourable replies were received 
from five State departments and six Common- 
wealth departments and at the July meeting 4 
most interesting paper and supporting docu- 
ments were made available and discussed by 
Mr. D. G. McQuitty of the Postmaster-General’s 
Department. The programme for the re 
mainder of the year is to complete the study 
programme embracing all the departments 
which have volunteered information and early 
next year to prepare a report. 


GEELONG BRANCH 


Film Evening 

Mr. L. Kefford, chairman of the Geelong 
Branch, presided over a meeting held at 
Aberdeen House, Geelong, on the evening of 
13 September in conjunction with the Char- 
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tered Institute of Secretaries, Geelong Chap- 
ter. There was a good attendance of members 
to see 2 film produced in Australia by W. D. 
Scott & Co. Pty. Ltd., management consultants, 
entitled “Strictly White Collar”. The film, 
against a background of the usual office func- 
tions, illustrated some common errors and 
time and effort wasting activities. Mr. A. L. 
Betheras of W. D. Scott & Co. Pty. Ltd. 
addressed those present prior to the screening 
of the film and subsequently answered ques- 
tions associated with the film and management 
generally. Mr. A. J. Craig, president of the 
Geelong Chapter of the Chartered Institute 
of Secretaries, moved a vote of thanks to 
Mr. Betheras. 


NEW SOUTH WALES 


Members’ Luncheon 


At the luncheon held at the Trocadero on 
21 September, four hundred and eighty-six 
members and guests were present to hear an 
address by Mr. Walter Scott, C.M.G., 
F.A.S.A., the title of which was “To Deci- 
malize or Not to Decimalize?—That is the 
Question”. Mr. Scott was appointed chairman 
of the Decimal Currency Committee set up by 
the Federal Government in 1959 to advise 
whether, how, when and on what terms this 
currency reform could be effected. 


Before discussing the recommendations of 


the committee, Mr. Scott thanked the Society 
for the splendid information set out in the 
decimal currency statement submitted by the 
Australian Society of Accountants and The 
Australasian Institute of Cost Accountants. 
This had proved a great help to the com- 
mittee in its task. 


He then summarized the chief advantages 
of decimal currency over the present system 
in relation to the educational, commercial and 
business spheres as well as the community at 
large. 


Time and effort would be saved in the 
teaching of arithmetic when children, having 
first learned to count in tens, were no longer 
put to the unnecessary trouble of absorbing 
a second system based on twelves and twenties 
for the calculation of money problems. In the 
business world, a similar saving would be 
effected in terms of payroll and invoice cal- 
culations. 


Major problems arising from a changeover 
include (a) confusion, which can be limited, 
(b) the demand on foreign exchange, and (c) 
cost factor. It was estimated that the con- 
version alone of office machines would cost 
about £30 millions, although partial con- 
version would in some cases be possible. 


The committee has recommended _ that 
decimal currency be adopted in Australia on 
the second Monday in February, 1963. This 
choice was influenced by various factors: the 
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school year begins then, it allows sufficient 
time for the Government to introduce the 
necessary legislation and for the accounting 
machine companies to convert existing office 
machines and also it is a suitable time of 
the year for the banks to effect a virtual 
overnight change of currency with its atten- 
dant problems. The latter institutions, together 
with the office machine companies, are the 
two sections of the community on which the 
burden of the change rests most heavily. 

Mr. Scott felt that it would probably be 
necessary for the new and old systems to run 
parallel for some time while transition difficul- 
ties were overcome. He quoted “that progress 
is never comfortable”. 

Mr. H. R. Irving (State president) presided 
at the luncheon and the vote of thanks to the 
speaker was moved by Mr. A. E. Dent, a 
member of the Divisional Council. 


Personal 


Our congratulations and best wishes are 
extended to Mr. J. W. Goodsell, C.M.G., 
F.A.S.A., a member of the New South Wales 
Divisional Council, on his appointment as 
chairman of the New South Wales Public 
Service Board. Mr. Goodsell was previously 
president of Metropolitan Water, Sewerage 
and Drainage Board. 


Mr. K. B. May has been admitted as a 
partner of the firm of Messrs. S. R. Brown, 
Pringle, Wolff & Co., public accountants. The 
name of the firm and address, 72 Pitt Street, 
Sydney, remain unchanged. 

Mr. G. B. Piazza, A.A.S.A., is now con- 
ducting his practice at Ist floor, Younghusband 
Building, Kooyoo Street, Griffith, N.S.W. 


Mr. W. L. Kerr, A.A.S.A., has been appointed 
general manager of Burroughs Ltd. 


SOUTH AUSTRALIA 
August Luncheon 


The August luncheon was held at the Rail- 
way’s Refreshment Rooms, the guest speaker 
being Mr. N. B. Tindale, B.Sc., Curator of 
Anthropology at the South Australian Museum. 
About 90 members heard an interesting ac- 
count of Mr. Tindale’s work in anthropology 
in Northern Australia and the Gulf of 
Carpentaria. 


Mechanisation Group 


At the request of a section of members, the 
South Australian Divisional Council authorised 
the formation of a Mechanisation Group. 
Following the issue of a circular, 78 members 
indicated their wish to take part in discussions 
on this subject and a committee, consisting of 
Messrs R. S. Howland (chairman), A. F. 
Lindquist, G. P. Peters, D. G. Fisher, P. C. 
Cornish and W. E. Skinner, was appointed to 
organize the functioning of this group. 

The inaugural meeting of the group was held 
in the Society’s meeting room on 9 August, 
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and was attended by the State president, Mr. 
L. H. Duncan, who invited members present 
to bring forward their mechanisation problems 
for discussion. He also suggested that at a 
later date a paper might be prepared for 
presentation at one of the Division’s conven- 
tions. 


Practising Accountants’ Group 

About 22 members of the Practising Ac- 
countants’ Group met in the Society’s board 
room on 25 August to hear an address on 
“Suggested Procedures for Audit Principles 
and Standards” by Mr. R. B. Needs, A.A.S.A., 
a member of the firm of Messrs. Sabine, 
Sabine and Gill. 


Mount Gambier Convention 


The excellent number of registrations — 50 
city and 19 local — received for the con- 
vention held at Mt. Gambier on 16 to 18 
September was most gratifying to the or- 
ganisers. This attendance coupled with the 


high quality of the papers presented ensured 
the success of the convention. A full report 
on the convention will appear in the next 
issue of the journal. 


WESTERN AUSTRALIA 


September Luncheon 


The Hon. G. P. Wild, M.B.E., M.L.A., 
Minister for Works and Water Supply, was 
the speaker at the September luncheon, his 
subject being “North-West Development”. Mr 
Wild said that there was a rich future for 
cotton to be grown in the Ord River Irrigation 
Area as well as rice and safflower. 

Mr. Wild pointed out that there was a big 
home market for cotton in Australia, which 
imported 6,000,000 Ib. of cotton annually. 
Queensland, Australia’s most successful cotton 
producer, got a return of 900 Ib. to the acre. 
but recent crops grown at the W.A. research 
station, had shown that the Kimberleys could 
produce 2,250 Ib. to the acre. 





AUSTRALIAN SOCIETY OF ACCOUNTANTS — N.S.W. DIVISION 


COOMA CONVENTION 


The convention will take place during the 
week-end of 4 to 6 November and it will in- 
corporate an inspection of the Snowy Moun- 
tains Hydro-Electric Scheme. The _ lecturers 
for the two appropriate technical sessions are 
well-informed and experienced in the facets of 
accounting applicable to the administration of 
large civil undertakings. 

Members will be able to view the gigantic 
undertaking of the Snowy Mountain Hydro- 
Electric Scheme during a two-day tour of the 
area which is to be made by coach and launch 
under the guidance of officers of the Snowy 
Mountains Authority. Wives of members will 
be welcome to attend the buffet dinner, the 
scenic tour and alternative entertainment dur- 
ing the lecture sessions. The complete pro- 
gramme is as follows: 

FRIDAY, 4 NOVEMBER 

6.00 p.m.—Buffet dinner. Official opening by 
the Mayor of Cooma, Alderman N. L. Hain, 
at the Alpine Hotel, Cooma. 

8.00 p.m.—Technical session. Speaker: Mr. 
S. J. Harmey, Assistant Comptroller of 
Stores, Sydney County Council. Subject: 
“Stores and Stock Control”. 


SATURDAY, 5 NOVEMBER 
8.30 a.m.—Official welcome to Scheme by 
Sir William Hudson, K.B.E., B.Sc.(Lond.), 
M.Inst.C.E., Commissioner, Snowy Moun- 
tains Hydro-Electric Authority. 
Introduction to and film of Scheme. 
Inspection of Engineering Laboratories and 
Tumut No. 1 Underground Power Station. 
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1.00 p.m.—Lunch at Cabramurra staff mess 

2.00 p.m.—Inspect Tumut No. 2 underground 
power station. Launch from Old Adaminaby 
to Eucumbene Dam. 

6.00 p.m.—Convention dinner (informal) at 
Eucumbene. 

8.00 p.m.—Technical session. Speaker: Mr 
K. See, B.Ec., A.A.S.A., Business Manager, 
Snowy Mountains Hydro-Electric Authority 
Subject: “Financial and Cost Control of 
Large Civil Engineering Projects”. 
Overnight at Eucumbene. 

SUNDAY, 6 NOVEMBER 

9.00 a.m.—Visit to Eucumbene Lookout and 
inspection of Happy Jack’s Pondage and 
Cooma Works. 

1.30 p.m.—Picnic lunch en route. 

3.30 p.m.—Inspect Tantangara Dam. 

5.00 p.m.—End of tour and close of con- 
vention at Cooma. 

Accommodation has been reserved at the 
Alpine Hotel, Cooma, for Friday night at 
from £2/5/0 to £3/5/0 (bed and breakfast). 

It is planned to stay over Saturday night 
at Eucumbene and arrangements have been 
made for accommodation there. 5 

The fee for the conducted tour (including 
meals on tour, launch cruise and Eucumbene 
accommodation) is £5/10/0. Coach fare 1s 
£2/5/0. Buffet dinner and registration fee 
amount to £1/10/0. an 

Arrangements may be made upon application 
for those who wish to extend the tour over 
Monday. 
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With a guaranteed price of 14d. a lb., the 
acreage return from cotton in the Ord district 
would be a little more than £131. 

The type of rice to be grown would be the 
medium-long variety. Production was esti- 
mated at from one to one-and-a-half tons to 
the acre. If the product of Liveringa was any 
guide, it would find a ready market. Liveringa 
rice sold at £45 a ton f.o.b. (Derby) for 
unpolished and up to £90 for polished. 

Safflower, though not well-known, was an 
important source of cattle feed and contained 
30 per cent of oil comparable with linseed 
oil. If it could be produced commercially, 
Australian importers of £1,600,000 worth of 
linseed oil could well look to the Kimberleys 
for their supplies. 

The Ord River diversion dam would irri- 
gate an area as great as that now under 
irrigation in W.A. through a 30-mile channel. 

The Ord in flood flowed at 8,000,000 gallons 
a second, a rate which would fill the Canning 
Dam in about three hours. This huge supply 
of water promised a cheap source of power. 


Graduation Ceremony 


On 15 September, the first graduation cere- 
mony held in Western Australia took place 
at Sheil Theatrette when the State president, 
Mr. G. A. Gordon, F.A.S.A., presented newly 
admitted members of the Society with their 
membership certificates. The opportunity was 
also taken to present Honours certificates ob- 
tained at the May 1960 examinations. 

Mr. F. H. Felton, A.A.S.A., A.C.A.A., 
State president of The Australasian Institute 
of Cost Accountants also presented member- 
ship and Honours certificates to members and 
students of the Institute. 

About 50 new members with their wives 
and friends were present and the ceremony 
was followed by a showing of an excellent 
programme of films by courtesy of the Shell 
Company, and a buffet supper. 


Chair of Commerce Appeal 


Mr. G. A. Gordon, F.A.S.A., State president 
and Mr. L. Beasley, F.A.S.A., State vice- 
president, representing the Society and Mr. 

H. Jones, A.A.S.A., F.C.A.A., and Mr. 
R. S. Middleton, A.A.S.A., A.C.A.A., repre- 
senting The Australasian Institute of Cost 
Accountants, attended a dinner in the Subiaco 
City Hall on 5 September when the Premier 
of Western Australia, The Hon. David Brand, 
officially launched an appeal to raise funds 
for the establishment of a Chair of Commerce 
at the University. 

The Premier said that there was a need in 
Western Australia for more people trained to 
University degree standards in commerce and 
the establishment of a degree course in com- 
merce was an essential step towards meeting 
this need. 

Sir Alex. Reid, F.A.S.A., Chancellor of the 
University, said that the efficiency of the public 
service and business generally in W.A. would 
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benefit from the flow of commerce graduates 
from the University. 

Mr. Gordon, on behalf of the Australian 
Society of Accountants handed to the chairman 
of the Appeal Council, Mr. J. E. D. Battye, 
F.A.S.A., (a W.A. Divisional councillor) a 
cheque for £125 as the first instalment of the 
£500 promised by the Society towards the 
appeal. 

Personal 

Mr. J. V. Chard, F.A.S.A., manager for the 
Vacuum Oil Co. Pty. Ltd., in Western Aus- 
tralia, has been promoted to the company’s 
executive committee and to the position of 
gencral manager of the company’s employee 
and public relations division in Australia. He 
left Perth towards the end of September to 
take up his new appointment in Melbourne. 


TASMANIA 

Luncheon Meeting 

A well-attended luncheon meeting of mem- 
bers was held in Hobart on 2 September, for 
the purpose of presenting certificates to mem- 
bers recently admitted and advanced in status. 
Honour certificates, awarded to candidates in 
respect of the May 1960 examinations, were 
also presented at the function. 


Personal 
Mr. N. E. Casey, F.A.S.A., has been ap 
pointed Auditor-General for Tasmania. 


Mr. R. J. Sturt, A.A.S.A., has been appointed 
personal assistant to Mr. F. Vernon Crisp, 
managing director of Crisp & Gunn Pty. Ltd 


_—— > — 


Australian Accountants’ 
Students’ Society 


NEW SOUTH WALES 


Activities 

During August lectures were arranged to 
embrace the subjects of Advanced Accounting 
“A”, Consolidated Statements and Auditing 
and Business Investigations. 

On the evening of 2 August, Mr. Cook, 
B.Com., lecturer at the University oe New 
South Wales, discussed typical questions re- 
cently encountered in the examinations con- 
cerning executorship, and to a limited extent, 
bankruptcy. The questions covered the various 
aspects of corpus, income and asset accounts, 
also apportionment of dividends, distribution 
of an interstate estate and amounts available 
for a life tenant. Bankruptcy was discussed 
mainly in regard to the order of priorities as 
currently obtaining. A vote of thanks was 
proposed to Mr. Cook for his most informative 
address. 
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One of the principal topics in Company 
Accounts, Stage 2, is the preparation of con- 
solidated statements of assets and liabilities 
and consolidated revenue statements. To 
assist students preparing for this subject, a 
lecture by Mr. F. C. Hayes, A.A.S.A., A.C.A.A., 
lecturer in accountancy at the Sydney Tech- 
nical College, was held on 16 August. The 
lecture was attended by 35 students ‘who were 
given useful suggestions to assist them in 
handling consolidated statement questions. The 
vote of thanks to Mr. Hayes was moved by a 
committee member, Mr. L. Corner. 


On 30 August, Mr. A. A. Forster, F.A.S.A., 
a senior lecturer at the University of New 
South Wales, gave a thought-provoking lecture 
which dealt mainly with the auditor’s concern 
in regard to fraud, embezzlement and defalca- 
tion. The lecturer stressed the essential differ- 
ences between these terms and emphasised that, 
in reports to management, great care must be 
taken to use the term which is applicable. 
Reports should deal with facts plainly stated 
and expressions of opinion should be made 
carefully. Some of the older case law may 
not apply quite so literally now and the im- 
plications of the case of Shire of Frankston and 
Hastings v. Cohen (1960) were discussed. At 
question time, random sampling of audit items 
provided a lively topic together with the current 
practice of non-issue of receipts for cheques 
from debtors. Mr. Forster, in replying to the 
vote of thanks, described some of his personal 
experiences in the auditing field. 


Recent Lectures 


During September four lectures were ar- 
ranged for students who indicated their appre- 
ciation by splendid attendances. 


The May 1960 Advanced Accounting, Part 
B examination papers were discussed by Mr. 
R. G. Dryen, F.A.S.A., F.C.A.A., of the 
University of New South Wales at the lecture 
held on 8 September. With the aid of a 
blackboard, four questions were treated in 
detail. The lecturer pointed out that some of 
these questions required a considerable amount 


of writing time and he said that it was essential] 
to have a clear picture of the form of the 
answer before the writing of the answer was 
attempted. Other points stressed by Mr. Dryen 
were: abbreviations must be avoided in exami- 
nation answers; an accounting manual should 
carry adequate descriptive notes and thus 
supplement the chart of accounts; red ink 
should be used to highlight important figures, 
e.g., abnormal variances in reports to manage- 
ment, wording should be brief but not con- 
densed to note form. 

With the objective of giving greater assist- 
ance to students who are not always free on 
the evenings when lectures are given, it was 
decided to hold a discussion group meeting on 
Saturday 24 September, with morning and 
afternoon sessions. The chairman at both 
sessions was Mr. L. H. Talbot, F.A.S.A,, 
president of the Students’ Society. 

The morning session on monetary theory 
and practice was conducted by Mr. R. R. A. 
Austin, LL.B., B.A., B.Ec., A.A.S.A., A.C.A.A,, 
and an enthusiastic audience asked many ques- 
tions which he answered and explained in a 
most helpful manner. Items discussed covered 
central banking, trading banks, short-term 
money market, national income, the multi- 
plier, overseas reserves and the relation of 
imports and exports to the economy. 

It is most gratifying to report that two 
students had come long distances from the 
country for the purpose of attending the meet- 
ing and expressed appreciation of thie help 
gained. 

The afternoon session concerning Common- 
wealth Income Tax Law and practice was 
brightly conducted by Mr. J. McKellar White, 
F.AS.A., who is the secretary of the Tax- 
payers’ Association of New South Wales. 
Again the remarks applied to questions en- 
countered in the examinations and the black- 
board was used to enable clear illustrations 
to be presented. The lecturer said, “Never run 
away with the idea that income tax is a matter 
of simple double entry; taxable income to one 
is not necessarily an allowable deduction to 





NEW ZEALAND VISIT PROPOSED FOR STUDENTS 


An invitation has been extended by the 
Christchurch (N.Z.) Accountants’ Students’ 
Society to members of the Australian Accoun- 
tants’ Students’ Society to visit New Zealand 
early in 1961. This invitation follows the 
successful visit made to Australia by students 
from the Christchurch Society in January 
1960, when they were entertained by the 
Councils of the Victorian and New South 
Wales Students’ Societies. 

Members have been informed by circular 
of the details of the proposed itinerary which 
has been tentatively arranged to begin with 
departure by air from Sydney on 21 January. 
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It is planned to spend thirteen days touring 
New Zealand by motor coach and to returD 


to Australia on 5 February. 


The invitation to visit New Zealand pro- 
vides a wonderful opportunity for members of 
the Australian Accountants’ Students’ Society 
to tour that country under ideal conditions. 

The cost of the proposed trip is £157 but 
it is anticipated that this figure can be reduced 
considerably if a sufficient number of mem- 
bers can arrange to make the tour. Members 
interested should get in touch with Mr. J. 
Foster at the offices of the Society, 37 Queen 
Street, Melbourne. 
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another”. The calculation of private company 
tax, the rebate on tax paid in countries with 
which Australia has agreements, and some of 
the applications of Section 260 and Section 51 
were brought forward by the students for 
comment. Mr. T. H. Braban, F.A.S.A., a 
past president of the Students’ Society, moved 
the vote of thanks to Mr. McKellar White. 


Branch accounts and depreciation were the 
subjects of the lecture given on 29 September 
by Mr. M. E. Harrison, A.A.S.A., A.C.A.A., 
head teacher of the Sydney Technical College 
School of Commerce. Printed notes were pro- 
vided for the students present and the lecturer 
from one set of accounting items developed 
through these notes, and with amplification on 
the blackboard, the four methods generally 
accepted of presenting head office and branch 
records. A clear conception of double entry 
must always obtain and head office records 
should contain all relevant information. Branch 
accounts kept on a “Goods at Selling Price” 
basis may afford a readier means of achieving 
the periodic stock valuations. Balance date 


entries were discussed in some detail as these 
can cause confusion to the student. 
Depreciation was discussed in general terms 
and a worked example to demonstrate the 
accounting procedures was illustrated. 


VICTORIA 
Recent Activities 


The following activities Ne held recently. 
On 2 September, Mr. G. Herring, B.Com., 
Dip.Ed., A.A.S.A., of A. ™ Speck & Associates, 
spoke on the subject of “Taxation and Pri- 
mary Producers”. On 14 September, Mr. G. 
A. Cohen, A.A.S.A., of Messrs. Fuller King 
& Co., public accountants, spoke on the sub- 
ject of “Planning an Audit”. 


Approaching Activities 


The following list of forthcoming meetings 
will be of interest to members: 


Wednesday, 9 November: “Decimal Currency” 
by Mr. E. J. L. Tucker, B.Com., A.A.S.A., 
chairman of the Decimal Currency Council. 

Tuesday, 15 November: “Loss of Profits In- 
surance” by Mr. J. Waterman, Commercial 
Union Assurance Co. Ltd. 

Wednesday, 30 November: Discussion on 
model answers to the Society’s October 1960 
examination in the subjects of Accounting 
& Auditing Stage I and Company Accounts 
Stage II by Mr. A. E. Speck, B. Com., 
F.A.S.A., of Messrs. A. E. Speck & As- 
sociates. 


WESTERN AUSTRALIA 


At a recent meeting of the Western Aus- 
tralian division of the Students’ Society, the 
speaker was Mr. H. M. Spilsbury, A.A.S.A., 
public accountant, who spoke on the subjects 
“Family Companies” and “Take-Overs”. 
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OVERSEAS 
MALAYAN GROUP—KUALA LUMPUR 
Annual General Meeting 


At the second annual general meeting of 
the Australian Accountants’ Students’ Society 
(Malayan Group) held at the British Council 
Library recently the following office-bearers 
were elected for the ensuing year. Chairman: 
Mr. P. W. Stevens; vice-chairman: Mr. Tsung 
Tze Meng; hon. secretary and treasurer: Mr. 
Hew Kiang Main; Committee: Madam Lok 
Woon Lin and Messrs. Chang Sow Khong, Lee 
— Tan Kok Kee and Yoong Chan 

uck. 


Recent Activities 


Professor C. A. Orr, an L.L.O. expert who 
has been in Malaya recently, gave a talk on 
12 August to members on “Linear Programm- 
ing—With Particular Reference to Company 
Operation Planning”. 


Film Show 


A film show was given to members of the 
Students’ Society at the Shell Theatrette on 
8 September. 


—_ ¢ 


The Australasian Institute of 
Cost Accountants 


NEW SOUTH WALES 
Annual Convention 


The second convention organised by the 
N.S.W. Division of the Cost Institute was held 
at Leura during the second week-end in 
October. The subject, “Direct Costing”, was 
keenly discussed by members and _ business 
associates. The N.S.W. councillors express 
their sincere thanks to the three speakers, 
Associate Professor W. J. Stewart and Messrs. 
H. L. Thomas, and D. R. Rickard for their 
comprehensive and instructive addresses. A 
full report of the convention will appear in 
the next issue of the journal. 


Seminar Committee 


Mr. H. L. Sainsbury, secretary and director 
of the British Motor Corporation (Aust.) Pty. 
Ltd., has been appointed chairman of the 
Seminar Committee which comprises Messrs. 
R. A. Barrett, G. W. Bottrill, F. K. Bowl, 
K. R. Collin, O. S. Dixon, H. Levy and A. 
Mogridge. The seminar subject is “Reporting 
to Management”. 


General Council Meeting 


The next General Council meeting will be 
held in Sydney on 14 and 15 November, 
1960. It is hoped that members may be able 
to meet the Federal president while in Sydney. 
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Cost Accountants’ 
Students’ Society 


VICTORIA 


Recent Activities 

During August and September, a large num- 
ber of interested members attended discussion 
forums at which panels of experienced cost 
accountants discussed with students the prac- 
tical approach to the following subjects: 

“Historical Cost Accounting”, “Pre-deter- 
mined Cost Accounting”, “Budgetary Control”, 
“Differential and Overhead Costs”, “Planning 
and Installation of Cost Accounting Systems 
and Presentation of Cost Information”, and 
“General Principles of Industrial and Com- 
mercial Organisation and Management”. 


_—_— ¢ — 


HONOURS COURSES IN ACCOUNTANCY 
QUEENSLAND UNTVERSITY 


FrROM 1961 Honours courses will be avail- 
able in accountancy for both full-time 
and part-time students. Full details of these 
new courses are set out in the rules in the 
new handbook at present being printed. 
Many employers differentiate in favour of 
graduates with honours degrees, and the more 
able student will therefore improve his career 


opportunities and prepare himself to proceed 
to a higher degree by taking a bachelor’s de- 
gree in Commerce or Economics with Honours 
in Accountancy. 

A full-time student must complete the course 
in four consecutive academic years if he is 
seeking Honours and a part-time student must 
complete the course in not more than seven 
years, although this may be altered by the 
Faculty Board in any special case. 

Under general regulation 12 the Dean of 
the Faculty may refuse or revoke a student's 
application to do Honours, if his scholastic 
record is unsatisfactory. 

Potential Honours students should have 
passed with distinction in their accounting 
subjects but passes with credit combined with 
good passes in other fields could be considered 

It will also be possible to obtain the degrees 
of Master of Commerce and Master of Eco- 
nomics in the School of Accountancy. The 
new handbook will contain the new rules 
concerning these Degrees. 

A candidate must submit a thesis for the 
Master’s degree on a subject chosen by him 
and approved by the Faculty Board. A full- 
time student may not ordinarily submit the 
thesis until three University terms, or a part- 
time student until six terms have elapsed since 
he settled with the Head of the Accountancy 
Department the general character of the work 
to be carried out. 

Further information may be obtained from 
Mr. R. S. Gynther, Senior lecturer in Accoun- 
tancy, the Queensland University. 





PROFESSIONAL NOTICES 


ACCOUNTANT, not necessarily qualified, 
required by a company engaged in tool mak- 
ing and plastic moulding. The position carries 
excellent prospects for the right type of young 
man who is interested in commercial account- 
ancy as a career. We would like to receive 
applications from young men, 20-23 years of 
age, who have reached the intermediate stage 
in accountancy, and are capable of writing up 
a complete set of books to the trial balance 
stage. Salary £1,100-£1,250, commensurate 
with age and experience. Knowledge of cost 
records and procedures an advantage but not 
essential. Applications will be treated in strict 
confidence and should be addressed to No. 
690. c/- Australian Society of Accountants, 5 
Bligh Street, Sydney. 


FOR QUICK SALE — Well established and 
expanding accountancy and taxation practice 
in large Southern N.S.W. town. Gross fees 
over £6,000. All educational, transport and 
sporting facilities available. Reply to No. 695, 
c/- Australian Society of Accountants, 5 Bligh 
Street, Sydney. 
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ACCOUNTANTS—(Male or Female) 20 to 
25 years, qualified or near qualified, required 
by well-established firm of consulting account- 
ants. Experience in accountant’s office neces- 
sary. Excellent prospects and _ conditions. 
Liberal salary by arrangement. H. Dudley 
Ingram & Co., 156 Swanston Street, Mel- 
bourne. Phone: MF 3623-4-5. 


QUALIFIED ACCOUNTANT, _ licensed 
auditor, licentiate Chartered Institute of Secre- 
taries, 13 years’ varied experience including 
last two in chartered accountant’s office — 
establishing own business, is available two to 
three days per week to assist any other prac- 
titioner. Reply No. 694, c/- Australian Society 
of Accountants, 37 Queen Street, Melbourne. 


NEWCASTLE PRACTICE FOR SALE— 
Gross fees exceed £2,000. Suburban office 
in new building in good position and well- 
furnished. Prospects excellent for expansion 
Genuine reason for selling. Price £1,500 or 
near offer. Reply No. 656, c/- Australian 
Society of Accountants, 5 Bligh Street. Sydney 
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ACCOUNTANT, in training (or newly 
qualified if his interests tend to more general 
financial work), aged 24 to 27, required in 
Sydney to assist the Sydney manager of a 
finnacial institution with head office in Mel- 
bourne. The work is varied and interesting 
but the main task will be to act as secretary 
to a large investment company, supervising 
day-to-day keeping of the records and assisting 
with investment research. Knowledge of stock 
market procedures will be useful. A man of 
imagination and initiative is required with a 
keen interest in general economic and financial 
affairs. The office is near Wynyard and work- 
ing conditions are pleasant. Salary will depend 
on age and experience and will be subject to 
periodic review. After an initial period, a 
superannuation scheme may be joined. Hand- 
written applications should be addressed to 
The Manager, Box 5248, G.P.O., Sydney, and 
marked “Private”. 


FELLOW has time available to assist prac- 
titioners, books and tax returns, Hobart. 
Reply No. 689, c/- Australian Society of Ac- 
countants, 119 Macquarie Street, Hobart, Tas- 
mania. 


BRISBANE PRACTICE WANTED by a 
firm of practising public accountants, prefer- 
ably with a city office. Please reply with 
details to Advertiser, No. 693, c/- Australian 
Society of Accountants, Empire House, Wharf 
Street, Brisbane. 


SEARCHES, lodging and all other matters 
at Companies’ and Business Name Branches 
attended to. Company Services (Vic.) (John 
Lioyd, ex-Deputy Registrar General and As- 
sistant Registrar of Companies), 443 Little 
Collins Street, Melbourne. Tel. 67-3861. 


FORD MOTOR COMPANY OF 
AUSTRALIA PTY. LTD. 
has vacancies at Head Office, Geelong, for 
ACCOUNTANTS 

We require fully qualified men to inject 
into a finance organisation recently recon- 
structed to meet the increasing complexities 
of a rapidly expanding industry. 

These positions require imagination, en- 
thusiasm and initiative and offer excellent 
opportunities for the development of a success 
ful management career. 

Three Weeks’ Annual Leave. 

Liberal Sick Pay. 

Five-Day Week. 

Car Purchase Concessions. 

Superannuation. 

Group Insurance. 

Interviews may be conducted at Geelong 
or at any of the company’s capital city loca- 
tions and applicants are invited to get in 
touch with the Salaried Employment Officer 
at the most convenient point. 

Ford Motor Company of Australia Pty. Ltd.. 

Private Mail Bag, 
North Geelong, Vic. 
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ACCOUNTANT—Aged 32 years, with 
several years’ experience with a public account- 
ant, requires employment from November, 
1960, to August, 1961. Must be in Melbourne. 
Applicant also has B.A. and A.R.M.T.C. 
Apply No. 698, c/- Australian Society of 
Accountants, 37 Queen Street, Melbourne. 


ACCOUNTANT—Aged 30-40 years, with 
experience in sales administration for a 
manufacturing company marketing a_ basic 
building material. Duties will include the 
supervision and organisation of office, control 
of invoicing, selling costs, and sales statistics. 
Salary £1,850 per annum. Contributory super- 
annuation. Apply in writing, with full par- 
ticulars of qualifications and experience to 
No. 699, c/- Australian Society of Account- 
ants, 5 Bligh Street, Sydney. 


rAXATION—J. A. L. Gunn & Partners 
seek applications from qualified accountants 
who have specialised in taxation since gradua- 
tion, have the ability to do opinion and 
consulting work, and who are keen to make 
this field their career. This position commands 
an excellent salary. Application (which will be 
treated in strict confidence) giving full details 
of experience, qualifications, education and 
salary expected, should be addressed to 
“Taxation Consultant”, J. A. L. Gunn & 
Partners, 8 Bond Street, Sydney. 


COMPANY DIRECTORS Company 
secretary residing in Melbourne seeks executive 
post with manufacturing or commercial or- 
ganisation. Age 40, university graduate, char- 
tered accountant with proven experience in 
financial and operational planning, secretarial, 
etc. Please reply to No. 700, c/- Australian 
Society of Accountants, 37 Queen Street, 
Melbourne, C.1. 


NEWCASTLE PRACTICE REQUIRED — 
Registered accountant is desirous of purchas- 
ing moderate size Newcastle practice. Satis- 
factory bank and personal references available 
Replies in confidence to Box 45, P.O., Bel- 
mont, N.S.W. 


ASSISTANT ACCOUNTANT 
required by 
EXTRUDED METALS PTY. LTD. 

Applications are invited for this appointment 
from persons who are in the 25-30 age group, 
with a sound educational background, either 
qualified or near-qualified, preferably with 
some costing experience and training in the 
public accountancy profession. 

This position offers opportunities for ad- 
vancement in an expanding organisation with 
interstate branches and carries an attractive 
remuneration, together with liberal super- 
annuation benefits after a probationary period. 

Applications in own handwriting to: 

Managing Director, 
Extruded Metals Pty. Ltd., 
Hampstead Road, Maidstone, Vic. 
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SUPERVISORS AND SENIORS. A firm 
of chartered accountants with international 
associations is seeking qualified assistants of 
ability to fill additional senior appointments in 
the audit and accounting sections. The char- 
tered degree is preferred, and university de- 
grees would be a further advantage for audit 
appointments. An applicant who is near 
qualification will also be considered. Appli- 
cants with other degrees and/or experience in 
accounting, tax and secretarial work will be 
considered for the position in the accounting 
section. The firm’s plan of staff development 
provides opportunity for training and ex- 
perience, and for promotion to income and 
status comparable with those obtainable in 
industry, together with superannuation bene- 
fits. Applications will be treated in strictest 
confidence and should be in writing and state 
age, school education, qualifications and ex- 
perience, and be addressed to Spry Walker & 
Co., 10 Martin Place, Sydney. 
ACCOUNTANT 

A large public company in the heavy en- 
gineering field requires a financial and cost 
accountant to control the accounting staff 
under the direction of the company secretary 
and finance manager. The company is in the 
process of developing a new accountancy sys- 
tem fully mechanised with National 32 Class 
accountancy machines and under which cost 
and financial accounts will be integrated. 


Qualifications 

1. Membership of the Australian Society of 
Accountants, or equivalent body with a 
degree in costing a distinct advantage. 

2. Several years’ experience in general finan- 
cial accounting and the ability to under- 
stand and handle cost accounts and stan- 
dard costing. 

3. Age group, 28-40 years. 

Duties: The successful applicant will be re- 
sponsible to the company secretary for:— 

1. Control of the accounting section and 
supervision of the staff. 

2. Preparation of monthly profit statements 
and management accounting reports. 

3. Costing and stock control accounts. 

4. Compilation of budgets and budgetary 
control statements. 

5. Financial accounting routines and require- 
ments. 

Salary: A commencing salary of £2,000 per 
annum will be paid and admission to the 
superannuation scheme after a qualifying 
period. 

The position calls for the ability to apply 
concentrated effort to the problems in hand 
and is one which offers excellent prospects in 
the future. Apply in writing to: 


R. W. Nelson, Wheeler & Barton, 
Chartered Accountants, 

27 O'Connell Street, 

Sydney, N.S.W. 











ACCOUNTANT/SECRETARY seeks part- 
nership in established practice New South 
Wales coastal town after six months’ trial 
period. Excellent references available. Reply 
No. 701, c/- Australian Society of Accountants, 
5 Bligh Street, Sydney. 


ACCOUNTANT wishes to acquire a small 
practice or the nucleus of a practice in the 
Central Wesiern Districts of N.S.W. Replies 
will be treated with the strictest of confidence, 
Reply No. 702, c/- Australian Society of Ac- 
countants, 5 Bligh Street, Sydney. 


FOR SALE — Well-established accountancy 
and taxation practice in large town within 80 
miles of Sydney. Gross fees approximately 
£6,000. Reply No. 697, c/- Australian Society 
of Accountants, 5 Bligh Street, Sydney. 


PARTNERSHIP or share required in exist- 
ing manufacturing, importing or wholesale 
firm by European gentleman living in Aus- 
tralia. Apply first instance Mr. Chapman, 
care of Chapman, Rowe & Co., 422 Collins 
Street, Melbourne. 


SOUTH AUSTRALIAN INSTITUTE OF 
TECHNOLOGY 
North Terrace, Adelaide. 

Applications are invited for appointment to 
the positions as described hereunder. Each 
successful applicant may be required to con- 
duct classes on two evenings each week as 
part of his normal duties, but would be 
granted appropriate free time during the day. 

All positions carry liberal annual leave, sick 
leave, long service leave and superannuation 
benefits. 

ACCOUNTANCY 
LECTURERS 
(two positions) 
Salary range — £1,675-£2,150 

An applicant should hold a degree (preter- 
ably with honours) in Commerce or Account- 
ancy, be a member of an appropriate pro- 
fessional body, and have had practical ex- 
perience in accountancy. The appointee will 
be required to lecture and conduct classes in 
selected subjects in the fields of accountancy, 
auditing, economics or legal subjects for which 
he may be qualified. 

For each of the above positions the com- 
mencing salary will be according to qualifica- 
tions and experience. 

The salary ranges may be increased by ap- 
proximately £180 in the case of applicants 
who hold Honours or higher degrees, or other 
approved higher qualifications. 

Successful applicants will be required to 
take up their duties not later than 31 January, 
1961. 

Applications stating age and all other rele- 
vant information should reach the Institute of 
Technology not later than 24 October. 

R. W. Parsons, Director. 


October 1960 





The Australian Accountant, 





mana aa ae 








_— 








, oxo 


an 


FELLOW of Society seeks suitable position 
consequent upon sale of his export business. 
Extensive executive and managerial experience 
extending over twenty years in exporting field. 
Valuable world-wide contacts with leading 
overseas firms. Wide knowledge of all phases 
of export trade including banking, letters of 
foreign exchange, etc. Excellent per- 


credit, 

sonal references available from bankers, 
brokers, solicitors, etc. Reply No. 692, c/- 
Australian Society of Accountants, 37 Queen 
Street, Melbourne. 


PRACTICE WANTED. Advertiser in late 
twenties, recently disposed of own practice, 
wishes to contact practitioner desirous of re- 
tiring over a period or wishing to sell practice. 
Partnership will also be considered. Gross fees 
must be in vicinity of £5,000 or more and 
practice can be situated in city or country of 


N.S.W. or Queensland. Reply No. 691, c/- 
Australian Society of Accountants, 5 Bligh 
Street, Sydney. 

ACCOUNTANCY — ‘Senior clerk or ad- 


vanced student with taxation experience re- 
quired for Central West country town. Ac- 
commodation available. Reply stating full 
details experience, age, marital status, etc., to 
No. 696, c/- Australian Society of Account- 
ants, 5 Bligh Street, Sydney. 


ACCOUNTANT—ASSISTANT SECRETARY 
THE ROYAL SYDNEY GOLF CLUB 


An opportunity is open for appointment as 
assistant secretary at the Royal Sydney Golf 
Club. 

Applicants must be qualified accountants 
preferably 35 to 45 years of age with the 
experience and ability to interpret accounting 
and cost data and to recommend appropriate 
administrative action arising from such inter- 
pretation. Capacity to organize accounting 
routines and supervise staff will also be neces- 
sary to facilitate prompt preparation and re- 
porting of results of club activities. 

The salary will be £2,500 per annum. 

Applications, which should set out full de- 
tails of personal and business history, should 
be addressed in the first instance, in con- 
fidence, to:— 

“Royal Sydney,” 
Price Waterhouse & Co., 
Box 4177, G.P.O., Sydney. 





PROPRIETARY COMPANY 
WITH 


ACCUMULATED LOSSES 
REQUIRED. 
Write first instance: 
BOX 2627, G.P.O., 
MELBOURNE. 
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A unique opportunity to pre-view the 
newest trends in Accountancy machines 
and methods. 


ACCOUNTANCY TOUR 


OF NORTH AMERICA 
1961 


@ A completely pre-planned ‘4 othe tour, with 
all Travel and Acc dation 
made in advance, giving you " the ” widest 
possible coverage with the greatest economy 
of time and money. An opportunity to inspect 
Decimal Currency Accounting Machines of 
types which may soon be available in Aus- 
tralia. 

@ Visiting 3 Accountancy conferences, 6 business 
machinery manufacturers. 

@ Personally conducted by a qualified account- 
ant. 





ASK FOR FREE BROCHURE FROM— 


KING'S 
TRAVEL AGENCY LTD. 


56a King William Street, Adelaide. 
LA 2146 








TO LET 


SUITE OF PROFESSIONAL ROOMS 


MANUFACTURERS’ BUILDINGS, 
312 FLINDERS STREET, 
MELBOURNE. 


TOTAL AREA — 1049 sq. feet. 
MODERATE RENTAL. 


AVAILABLE NOVEMBER 1960. 


GEORGE G. HENDERSON PTY. LTD., 
M.L.C. BUILDING, 305 COLLINS ST., 
MELBOURNE. 























Facts and Figures talk loudest! 





It’s correct! One FACIT CALCULATOR 
plus one operator equals four clerks. 



















The world’s simplest, fully automatic 
calculator at work in your office costs less 
than 2/- a day. One clerk costs £3 a day. 

- These low costs against the wages of four 
clerks pinpoints quickly how a FACIT 
saves pounds daily in any office. 


Facit Calculators employ only ten keys 
to handle all arithmetic. Anyone 

who knows simple arithmetic can operate 
a Facit within 10 minutes. 





Proof of the pudding is in the 
eating — see below, please! 





Phone us and we'll place a free “helper” at your & 


service for 14 days 


FACIT 


| CGAI=18 








FULLY AUTOMATIC CALCULATOR 


— the “extra” clerk 





for every office 





Sole Australian Distributors: 


SYDNEY PINCOMBE PTY. LTD. 


SYDNEY, MELBOURNE, HOBART, CANBERRA, NEWCASTLE, WOLLONGONG, LISMORE 

AGENTS—BRISBANE: Roy Henry & Co. Pty. Ltd, 329 Adelaide Street. PERTH: Edwards Business 
Machines Pty. Ltd., 671 Hay Street. ADELAIDE: Office Equippers Ltd, 144 North Terrace. SALES AND 
SERVICE also at Dubbo, Bathurst, Cowra, Braddon (A.C.T.), Warragul, Bendigo, Launceston, Devonport, 


Geraldton, Kalgoorlie, Darwin, Townsville, Mackay, Cairns, Toowoomba, Maryborough, Mt. Isa. 
case 
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Records on fire ? 





or still on file... 


> 

















... with a Chubb Fire Protection File 


Valuable, and often irreplaceable, records are completely safe 
from fire when you use Chubb Fire Protection Files. There has 
never been a case of records lost by fire when they have been 
protected by a Chubb Fire Protection File. Find out now about 
Chubb Record Protection—the means of saving your business 
should fire attack your premises. Phone or write your nearest 
Chubb office now. 












VAULTS FIRE RESISTING FILES 


SYDNEY e MELBOURNE e BRISBANE e ADELAIDE e PERTH 


47/FP.28 
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make no mistake * 


>, COPYSTAT 
COPIES 
BESTI 


% COPYSTAT is the 100m 
accurate copying machine, 
checking, nothing missed outa 
fact, a perfect copy in 45 second 

No other method is as accurailil 
Can you still afford copy typing 


For full details of COPYSTAT, Ml 
and RICOPY copying machines 
tact:— 


L. W. BAGLEY -* 


245 Pacific Highway, North 
XB 5948 


2 Racecourse Road, North Melbe 
34 9085 


158 Barry Parade, Brisbane 54 
Agents in all States 


WILSON BROS... PUL] 


34-54 LOUIS STREET CHIPPENDALE, SYDNEY 











@ MULTIPLE SET FORMS 
Incorporating Uni-set processing with one time carbon or NCR 
No Carbon Required paper. 

e NEVER DRY SPOT CARBON 


Guaranteed 5 years — will not dry out and will produce up te 
six sharp copies. 


e ACCOUNTING MACHINE STATIONERY 


Special forms designed — accuracy and registration assured — many 
forms carried as stock lines. 


e SEALO — PRESEALED LETTERS 


Speedy method for processing overdue account letters. 


PHONE 69-1016 AND ARRANGE FOR A DEMONSTRATION | 




















XXViii The Australian Accountant, October, 1960 








